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THE ECONOMIST AND THE STATE! 


By E. A. GOLDENWEISER 


ding to Victorian reckoning, this is the Diamond Jubilee of the 
in Economic Association. In the charter of incorporation of this 
ition its purposes are stated as follows: ‘‘(1) The encouragement 
mic research . . . (2) The issue of publications on economic sub- 
d (3) The encouragement of perfect freedom of economic discus- 
\ssociation as such [italics supplied] will take no partisan 
nor will it commit its members to any position on practical 
questions.” 
\dmirable purposes and principles. In pursuing them the Association, 
sixty years of its life, has rendered invaluable service to the 
sion. It has offered an opportunity for economists to present their 
colleagues and to have these ideas discussed at the meetings. 
nabled members through the Proceedings and the Review, to 
touch with the work and thinking of fellow-members. It has 
| this perhaps has been its greatest service—offered an oppor- 
y for many members to get together once a year and to become 
ainted with each other. It has created a degree of esprit de corps 
nomists. 
But it has remained aloof from practical affairs. It has been academic, 
in the fine, not the derogatory, sense of the word. In the mean- 
ofound changes have occurred in the life of the country. Not only 
elimination of time and space from travel and communications 
| decisions necessarily more urgent and decisive, but the growth of 
nits and the concentration of economic power have imparted 
istly larger proportion of public and private actions a nation- 
a world-wide significance. The United States can no longer 
iplacently aloof behind the oceans, nor the economist behind 
k stacks. An economist’s study can no longer be his world; the 
| must be his study. 
ever-growing extent public authorities and national and inter- 
business enterprises turn to economists for advice and guid- 
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ance; and economists in increasing numbers seek partial or total em 


: ployment outside of academic halls. There are many economists w} 
: like other thinkers, remain aloof and follow their own thoughts in ; 
arduous effort to discover the eternal verities. The world needs they 
; men and the profession is proud of them, for every important practical] 
5 forward step in the progress of humanity has had its origin in the ab- 
' stract, supposedly impractical thinking and dreaming of the scholar; t] 
physicist, biologist, philosopher, and student of social problems. 
The closet thinker may be compared to the scientist who invents ar 
: perfects means of achieving military and industrial objectives; othe: 
; economists may be likened to the military or industrial army who m 
utilize the results of the thinking of the scientist in helping to solve th 
problems of the day. Both phases of the economists’ work are necessary 
to society; the profession has a responsibility for developing both ki: 
of economists—the thinker and the doer. But while it may be feasi 
for the thinker not to be a doer, it would be fatal for the doer to re 
from thinking. 
: It should be recognized that for many, if not for most, economists 
the quiet and peace of the ivory tower has been lost; the confusion a1 
struggle of the market place is upon them. Many have gone to w 
there, and have rendered yeoman service to the economy and the stat 
But they have done so as individuals, for they have had little, if a 
organized support from their colleagues in the Association, little fa 
ity for sounding the trends of thought among their fellow worker: 
Some method should be devised by which the public, and more parti 
' larly members of the Association, could find out how the econon 
of the country stood on important issues. One way to promote this wo 
be to create a small committee on Public Issues. Such a committee ¢ 
select issues on which the views of members would be sought. It c 
take responsibility for wording the questions, calling for assistance 
persons best qualified to give it. The entire Association, or the porti 
of it which might be expected to know most about the subject, w 
then be circularized. After the replies had been received, the Secretary 
' of the Association would issue a statement to the effect that the 400 
. bers of the American Economic Association have been asked a 


tain question; of this number—so many replied; of the replies—so m: 
took one view, and so many another. This could be refined by classifying 
the replies geographically, by field of interest, and in other ways. 5 

a statement would not commit the Association as such to any viewp 
and therefore would not violate the letter or the spirit of its charter. B 
it would enable the public to know currently hew the profession st 

on an issue and would give economists themselves a way of knowing 
better what other members of their craft were thinking. 
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dental, but not unimportant, advantage of such a procedure 


that it would counteract the effect of pronouncements on con- 


| questions appearing from time to time, attributed to a stated 


economists. For many reasons such statements are not the 
for economists to voice their views. There is no way of judging 
those who are quoted represent a prevailing or a minority 
[he questions on which the views are expressed are not selected 


esentative group—but are usually propounded by an energetic 


who wants to gather support for his position. Not infre- 


the issues presented are minor from the viewpoint of the public 


4] 


Also, because of their unidentified origin and the unsystematic 


{ signers (at least as far as the public knows), such pronounce- 
likely to be taken as propaganda efforts by an interested 
nally, in practice the questions are often ambiguously worded 
ffer a good opportunity of indicating clear-cut views on well- 
es. Experience,shows that occasional pronouncements of this 
ntentioned and public spirited as their objectives may be, 

nothing in most cases to enhance the prestige of the profes 
the contrary, have tended to bring it under suspicion of 

r unrealistic or influenced by some pressure group. 

point of view of the Association, this is important because 
by a substantial number of its members are likely to be in- 
y some as expressing the views of the profession as a whole, 
sociation itself. This is prejudicial to its interests and to those 
majority of its less vocal members. Clearly the Association 
sh and is not in a position to do anything to interfere with 
of its members to express themselves publicly in any way 
e. That is their privilege, and one consistent with the texture 
ic ideas. But while nothing can be done to prevent such 


ts or to discourage them, the establishment of official polls 


a long way toward counteracting their harmful effect on the 
he profession. 
many issues on which there is practical unanimity among 
while public opinion is widely divided. There are others, it 
n which agreement has not been reached even among mem 
profession. Clarification of the issues and focusing attention 
bers on them would result in making many members feel a 
of their urgency and to induce them to review and organize 
: in relation to the realities of the day in fields not confined 
mediate specialty. 
ime has it been more important for economists to have the 
| confidence of the public, or more necessary for the country 
best possible use of the specialized training, knowledge, and 
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' vision of economists. For society today is confronted with a vital issue 
What must be decided in the immediate future is whether an answer to 
pressing economic problems can be found within the framework of capi- 
talism and free enterprise or whether economic organization must mov 
in the direction of socialism or communism, or whether a combination 
j of the two systems offers the best solution. These alternatives involy 
' political, moral and spiritual dilemmas, but the fundamental question 
is economic: shall enterprise continue largely under private ownership 
' or shall it be increasingly or wholly turned over to the state? From the 
i socialist or communist point of view, the important questions appear to 
i have been solved—many decades ago, while for protagonists of privat 
' enterp answers to the questions are still to be developed. Communisn 
places a period after its dogmas, in fact, an exclamation point, whilk 
question mark is still discernible at the end of deliberations on econon 


dilemmas by proponents of individual enterprise. This appears to gi\ 
the communist approach the advantage of certainty, and leaves capital 
ism under the apparent handicap of indecision. But in the long ten 
ree enterprise may gain the more important advantage of greater flex 
bility, which makes it more adaptable to changing economic forces. Its 


ortunities are many, the challenge of events is vibrant, and all 
ectual resources must be directed toward meeting it. 

In this critical hour the economist and his Association have a gr 
opportunity and a corresponding responsibility. On the discharge of this 
responsibility depends not merely the standing and future of the pr 
fession—but a vastly more important issue as well—the form of futur 
economic life. For if economists cannot devise a way of making a syst 
of free enterprise produce results satisfactory to the mass of the peopl 
it is certain that the trend will be away from free enterprise and towar 

me form of socialist state; and while experience has not shown « 
clusively that a socialist state can tolerate spiritual freedom—whic! 
democracies value above all, neither has it been demonstrated that si 
cialism must necessarily be totalitarian and is irreconcilable with fre 


In the critical period ahead, when these questions must be answer 

events, economists and their Association are under obligation n 

in ever to help in the development of correct solutions to pressi 
problems that confront the economy. On the development of such solu 
tions and their incorporation into national and international econom! 
De li y of this country depends the progress of world reconstruction. F 
without the maintenance of economic strength in the United States at 
its use for rehabilitating the world, there is little hope for the future 
western civilization. 


rhe suggested method of testing the views of economists might 
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| step. Other ways of strengthening the profession’s grip on 
eed to be developed. Most of the members of this Association 
y economic thinkers but teachers as well. Promotion of better 
ling of economic problems by future men of affairs and states- 
the least of the economists’ obligations. But the economics 
h must reflect understanding of the forces that shape the chang- 
ic world. 
sts, therefore, are under double obligation—for themselves 
eir disciples—to perfect their implements and processes of 
hey must beware of dogmas; avoid blind faith in free enter- 
all-curing beneficence of the entrepreneur’s profit dollar 
ference to the source whence it is drawn or the use to which it 
well as refrain irom sole reliance on the hydraulic strength of 
stream, or the salutory nature of the dollar spent by the con- 
irdless of who he may be or the rationality or wastefulness of 
ire. They must subject to searching analysis the effects of 
the state, the investor, the producer, and the consumer. They 
nscious of the importance of all four phases of national in- 
irce, its magnitude, its distribution, and its use. Likewise 
st not fall into the error of depending on the quantity of money 
adequate regulator of economic developments, or adopt the 
trine that the amount of money is an unimportant and irrele- 
tion with little or no bearing on prices or the course of events. 
statistical series, to say nothing of any single series, is a 
basis for determining causal relationships on which economic 
be predicated with safety. They are only indications of where 
ook for the causes and interrelationships that determine eco- 
When it is said that statistics are the economist’s con- 
hat is meant is that they indicate the limits of the territory 
economist may tread with assurance on the hard surface 
(hey do not restrict his freedom of exploration in the less easily 
es of intelligent surmise and imaginative understanding. A 
omist need not be a seer but he must not wear blinders; and 
ave the seeing eye. 
to perform their function adequately, economists must ad- 
to the discipline of thorough analysis of conditions as they 
permit themselves to be blinded by preconceived theories or 
tory considerations of expediency. Lasting economic health 
t be achieved by sole dependence on the encouragement or 
Savings or on the promotion of adequate investment or 
or on the expansion and contraction of the supply of 
ireat leaders who, under the stress of current conditions, have 
ms of economic concepts modify, expand, or alter these 


‘ 
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concepts under different circumstances and as their own thinking pro- 


iil 


; gresses. Followers must be on the alert not to become more royalist than 
the King 
If economics is the study of man in the process of producing and con- 
suming what he needs and what he wants, then it is apparent that th; 
subject matter of his inquiry is constantly shifting. Not so many years 
ago no one needed or wanted gasoline because the motor car had not beer 
; invented, and no one wanted moving pictures or radios because they 
had not yet been imagined. A horse-and-buggy economist in a moto 
age is of no greater use than an isolationist in the atomic era. An ecor 
mist, in order to merit this designation, must keep his mind open to th 
| realities of the ever changing pattern of economic life. When his thinking 
becomes rigidly confined by a set of unchanging dogmas, his usefulness 
rapidly declines while the amount of mischief he may do becomes for 
midabl 
' Che success of the economists’ efforts, however, even if they do th 


best, will depend on the behavior of the different economic groups whi 
make up society and on effective organization of the state. But, whil 
progress in the rationality of the behavior of economic units is neces- 
sarily a slow process to which understanding of economic forces can 
contribute a great deal but only gradually in the course of time, better 

laptation of the machinery of government to the tasks it must perfor 
in modern society is an essential preliminary step long overdue in t! 
upward climb toward a smoothly functioning economy. 

For progess on this road better organization of the government, mor 
direct and effective ways of translating programs into action must | 
devised and instituted. Democracy, it has been said, is the rule of med 
ocrity. There is an element of truth in the allegation. For mediocrit 
represents the average, and a rule of the majority cannot be too far r 
moved from the understanding of the average. While leadership i: 
democracy must remain in touch with the average, it should striv 

be ahead. It should lead—not follow. Leadership that is below the ave! 
age is disastrous; leadership that is on the level of the average holds 
little promise of advancement. Leadership that is ahead of the averag: 
results in progress. It may make all the difference between a rise and 


ecline in the tide of a nation’s life. 

Consequently, government must be so organized as to encourage bet 
ter than average leadership and assure it of the country’s support. T! 
is the opposite of what actually prevails. It is regrettably true that exist- 
ing governmental organization is such as to make it well nigh impossib! 
even for brilliant leadership to achieve progress, except at times of crisis 
and then only at great hazard and with much delay. 

We have a Congress which has great powers and is controlled by 0: 


CH 


rs 
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two leading political parties. The position of Congressmen on 
ssues, however, is not determined by their party allegiance. The 
views of progressive Democrats, for example, are much farther 

| from those of conservative Democrats than those of individual 
sives or conservatives of either party are from each other. This 
ell known that it is almost a platitude. And yet, at the risk of 
nousness, it needs to be restated because of less obvious im- 


tions. For this means that in choosing a member of Congress the 


is no assurance that the party designation of his candidate in- 

; taking certain positions, even on vital issues. Unless the voter 
the views of a candidate on a variety of problems, he votes in the 
Some system under which the platform on which a party is elected 
will indicate the line of policy that its individual members are 

| to carry out is an essential part of a rational and effective de- 
We have no such system. It is imperative that one be estab- 
With such a system in effect, pressure groups representing special 
ts would have considerably less opportunity to influence legisla- 


course of time terms of office of ‘Congressmen should be so 
as to make impossible the frustration and stalling of govern 
ccurs when the majority of Congress belongs to a different 
m that of the executive. This, however, would require an 
nt to the constitution and would be a slow process. The ur- 
such an improvement in legislative machinery is obscured by 
of likemindedness within the parties. It is significant and hope- 
e other hand, that many of the other changes most urgently 
or rationalizing government can be accomplished not only 
existing terms of the constitution but for the most part even 
slaticn—by the adoption of effective practices and the es- 

nt of a tradition of responsibility in government. 
t improvements in the internal organization of Congress under 
ollette bill are important steps in the right direction and hold a 
{ better functioning of the legislature. But in order to serve 
es of democracy adequate means must be devised to make 
a more effective instrument for carrying out the will of the 
A machinery of government under which the President and 
rs of Congress, who were elected at the same time on the same 
and have the same party allegiance and the same mandate 
people, cannot codperate on major issues is one that frustrates 

ratic process. 

linate with Congress stands the executive, with powers derived 
rom Congress and in part directly from the constitution. To 
effectively it must have organized machinery for codperation 


& THE AMERICAN ECONOMIC REVIEW [MARCH 


with Congress. Experience has demonstrated that voluntary, irregular 


contacts are not enough. A regular statutory line of authority betwee; 
the executive and the legislative arms of the government is needed 
Che executive itself should be so organized as to be in a position t 
initiate programs expressive of broad national policy, and when 
proved by Congress, to carry them out as a coérdinated undertaking 
through the different parts into which the executive branch of the goy- 
ernment is subdivided. As the government is constituted, there was 
until recently no agency for formulating national policies, no provisior 


ir consultation with the legislative power, and no machiner 
coérdinating the activities of the ten regular departments and th 
independent agencies, boards and commissions. The only 
lace where the power of codrdination is lodged under the existing sys 
tem is the White House. And as a consequence, too much responsibility 
much detailed work, and too much omniscience is expected of on 
the President, who, in order to discharge the superhuman duties 
led upon him, needs to be a paragon of physical endurance, of wisdo 
energy, tact, and showmanship, as well as of political strategy. The r 
sult is that Presidents are killed by overwork and yet can rarely achi 
a complete and continuous program of national policy. 

For the President does not have the support of a Cabinet with joint 
responsibility for national policy. Such a Cabinet does not exist in this 
country. There is only a group of men, charged with specific duties | 
separate fields, with the President alone as a unifying and reconciling 
factor. The extent to which problems of national policy are discussed at 
Cabinet meetings is not generally known. But that there is no recog: 
tion of joint responsibility for adopting policy is clear. It is also apparent 
that there are jealousies and a constant jockeying for power. Further 

the most important functions of the Executive are 


sted to agencies not represented at the Cabinet table at all—a 
subject to no control except by remote direction of Congress and inf! 
quent contacts with the over-worked and necessarily inaccessible ( 
Executive. The course of government may be pictured as an obsta 
‘-ace—beset by many hurdles and run simultaneously on many courses 


vith but one judge who is under pressure to look in all directions at « 

t ke prompt decisions of vital importance, without opportu! 
nan} stances to consider comprehensively all the elements 
volved. This system is a heritage of a past era, when the duties of fe 
eral government were infinitely simpler. It needs to be remodele 
order to be equipped to handle effectively the numerous pressing pro! 
lems of a modern state. It has been well said that every human institu 
tion must change if it is to last. It would be tragic if at this critical tim 
the country’s efforts to achieve domestic and world reconstruction wer 
frustrated by worship at the shrine of vested error. 


GOLDENWEISER: THE ECONOMIST AND THE STATI 9 


intry abandoned traditional laissez-faire largely because re 

oms and depressions had demonstrated the inefficiency of 
ted private enterprise, its inability to cope with the problems 
plex society. If government in turn shows itself incapable of 
ffectively with these problems, then in what direction will the 
ove? Will it be toward communism, fascism or anarchy? There 
lace for America in any of these alternatives. Preservation of 
y is the country’s wish, but if democracy is to be preserved, it 
ction efficiently. Its ideals must be implemented and made 
governmental machinery capable of carrying out the people’s 


ively and without undue delay. 


eed for better organization of policy formation has been recog- 


1 long time and its urgency has become more apparent during 
depression of the thirties and during and after the Second 
ar. Its acuteness has not abated but increased during the pres- 
f reconstruction. 
iportant move toward better coérdination of government ac- 
taken when the Act putting into effect the Bretton Woods 
provided for a National Advisory Council on International 
and Financial Problems to consist of the Secretaries of the 
State, and Commerce, the Chairman of the Federal Reserve 
| the Chairman of the Export-Import Bank. This Council has 
mn of considering with the American representatives on the 
nal Monetary Fund and the International Bank for Recon- 
nd Development the general policies to be pursued by the 
ates in the field of international finance, and particularly mat- 
ch decisions of these two institutions are subject to approval 
ited States. The Council is directed to codrdinate, so far as 
the policies and operations of the representatives of the 


tates on the Fund, the Bank, the Export-Import Bank, and all 


ncies of the government engaging in foreign financial trans- 
is required to make periodic reports to the President and to 
ress. Since its organization the Council has been extremely ac- 


i has represented the United States in negotiations in connection 


British credit and the loans to France. Formal organization of 
rtmental coéperation in international finance through this 
a constructive development of a high order of importance 
tially more important step was the adoption, after much dis- 
i debate, of a law, known as the Employment Act of 1946, 


| by the President on February 20, 1946. This date may mark 


p in the process of rationalizing the government on an overall 


| organizing American democracy to fit modern conditions. The 
ttect, declares it to be the continuing policy of the federal gov- 
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ernment to encourage opportunities of employment for all who are wil]- 

ng and able to work, and to promote employment, production, and 
purchasing power. In form the law deals primarily with one aspect oj 
economic life, employment, but the different facets of economic ac- 
tivity are so interrelated that a successful policy assuring continuous 
employment would require and assure stability of production, prices, 
and other phases of life as well. The statute is couched in negotiated 
language, representing compromises between different points of view 
Perhaps this should make it easier for its administrators to command 
broad support. It is beyond doubt that the Act provides a foundation 
for coérdinated national economic policy. 

[t requires the President to transmit to Congress every year at the 
opening of the session, an economic report covering in substance al! 
important phases of the nation’s economic life, together with a program 
of action. In addition, the President may from time to time transmit 
supplementary reports. 

The Act sets up a Council of Economic Advisers to assist the Presi- 
dent in the formulation of his economic reports. It also creates a Joint 
Committee of Congress to receive these reports and to make studies of 
its own, and on this basis to transmit to the Senate and House of Repre 
sentatives its own reports containing its findings and recommendations 

This Act contains, in embryo, what is necessary to start the govern 
ment on a road to more effective action. It recognizes the unity of the 
problems handled by the different departments and agencies, it gives the 
President the kind of help and support that he requires and is entitled to 
in the discharge of his great responsibilities, and it improves the proce- 
dure for codperation between the executive and the legislative branches of 
covernment. A stronger and more formal link must be forged in the near 
future, but the present law represents a step in the right direction. 

This statute has been enacted so recently and the Economic Council 
has been constituted for so short a time that it is too early to judge of its 
effectiveness in actual operation. Its possibilities, however, are far reach- 
ing; it needs the support of all citizens, and more particularly of this 
Association, whose former president has been appointed as chairman of 
the Council. The country cannot afford to have this promising start be- 
come lost in the mazes of official red tape, or in conflicts for power 
among agencies. It must become the beacon light leading toward a new 
and more adequate machinery of government in a democracy. 

The Council is at present in the experimental stage. On how it is de- 
veloped and how much importance it gains in shaping the country’s 
economic policy will depend whether it will signalize a momentous step 
forward in the democratic process or merely the emergence of another 
in a long series of agencies issuing reports. 


t 
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crams worked out by the Council must be so realistic and convinc- 
so well thought out and adapted to the country’s needs, so thorough 
ractical as to win acceptance, in whole or in large part, by the 

t. His report to Congress, prepared in the light of the Council’s 
nendations, would then be such as to enlist the support of public 
Congress and the Executive should then stand together for the 

nt and administration of such laws and policies as the country’s 

s demand. 

[here are in this possibilities of gradual but vital improvement in 
mic life. If the Reports become established as the recognized 
tative basis of action—the recommendations would become bind- 
heads of government departments and agencies. There would 
; bickering, misunderstanding, and cross-purposes between 
the government. A Cabinet member or the head of an 
vould have the sole choice between supporting the program 
by the government or resigning. 
ind view that for an official on the Cabinet level the only 
ves asa matter both of effective public policy and of personal 
t, is to codperate or to resign has never been established in 
ntry. There is instead a dangerous practice of remaining in office 
s convictions in order not to split the party, and an inclina- 
se to quit under fire. These may be good rules of conduct, 
rty loyalty or personal integrity is in question, but not when the 
s one of national policy. 
leal attitude of a Cabinet minister toward the Cabinet is de- 
y Viscount Grey in these significant words: 
to put his mind into the common stock; to work sincerely in 
difference of opinion and difficulty for a Cabinet decision. 
es not mean that what is regarded by a minister as vital to the 
nterest should be compromised. A minister should resign rather 
ree to that [italics supplied]. It means that a minister should not 
rsonal views unduly about what is not essential, that he 
tend for substance not for form, that he should consider with- 
mour-propre how his own opinion can be reconciled with that of 
Subject to the one qualification of not sacrificing what he re- 
vital to the public interest, he should not contend for victory, 
reement in the Cabinet. 
er qualification is that of accepting full personal responsibil- 
net decisions, when once agreed to.” 

1 statement about a responsible Cabinet of the British type 
listinguished member. Adoption of similar principles in an Ameri- 
ng appears to be the only alternative to governmental fumbling. 

ut administrative policy, with all the heads of government 
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departments committed to its support, would carry great weight with 
the public, which placed it in power. It would also impress Congress, 
Adoption in some form of the proposal for Cabinet members to appear 
before Congress in person and answering questions in open meeting 
would contribute further to codperation between branches of the goy- 
ernment and to recognition of complete accord on policy by the adminis- 
tration. It may be feasible for candidates for the Presidency to name 
their cabinets before election, so as to make the ministers more conscious 
of their responsibility to the people, the ultimate source of their av- 
thority. 

An American form of responsible government could develop out of the 
beginning made by the Full Employment Act if it is supported by the adop- 
tion of practices that would increase its effectiveness. The organization 
and principles laid down by the constitution and sanctioned by Ameri- 
ican tradition would be preserved, and at the same time the government 
would become more purposeful and more responsive to the demands of 
changing conditions 

To economists and to this Association, the recent step toward a bet- 
ter formulated and better implemented public policy is not merely a 
matter of general interest. It is a Council of Economic Advisers that 
has been established and it is the Council’s Economic Reports that ar 
expected to constitute the heart of public policy. This new instrument 
of government gives the profession of economists a broad opportunity 
of rendering greater service to the nation and places on them and on this 
Association a correspondingly grave responsibility. 

Vhat*Congress has said to the economist is in the language of the 
gaming table: ‘Put up-or shut up!”’ That’s the economist’s dilemma 
Since economists by occupational selection and by training are not able 
to shut up—the only alternative is to put up, that is, to produce the 
men, the data, and the understanding, and to promote the public sup- 
port essential to the execution of effective economic policy. To this pur- 
pose the efforts of economists and of their Association must be rededi- 
cated on this its Diamond Jubilee. The Ivory Tower has been con- 
quered by events and razed to the ground. The economist is out in the 
open and must come to grips with problems of state, 
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THE PROSPECT FOR ECONOMIC GROWTH 


By C. RetnoLtp Noyes* 


irpose of this article is a limited one. It concerns itself only with 


rer term prospect for a resumption of economic growth in the 


economy of the United States. It is not an attempt at any gen- 


terpretation of past events. In line with that purpose, I have com- 


with a broad over-all examination of the pertinent evidence, 


ive then narrowed down the field of inquiry by the successive 


n of certain possible interpretations of that evidence which the 
m to disprove. I have also left out of consideration entirely all 
ns or influences which appear to have been temporary and which 


ibsence of great depressions or great wars, need not be expected 


[here remains one strategic factor, already evidenced in the. 


- period, which cannot be excluded and which shows the ear- 


f a permanent organic change in the economy. On that I base an 


isal of the prospect for future economic growth. 


I 


fessor Simon Kuznets’ estimates of commodity flow and of capital 


; 
Gat 


ion, which have been appearing during recent years in a series of 


ms of the National Bureau of Economic Research,! give evi- 


of a rather startling change that has taken place in the behavior 
American economy. From the beginnings of the colonial settle- 
over 300 years ago, there has been accumulated out of savings 


uuntry some 300 billion dollars worth of reproducible wealth*— 
iznets’ most recent estimates, in 1929 prices and based on capi- 
ition data.’ Presumably the rate of accumulation was, at first, 


s president of the National Bureau of Economic Research, Inc 


the notes below will be made to these studies by Kuznets under the titles 


Commodity Flow and Capital Formation (New York, Nat. Bur. of Econ. 
National Income and Its Composition, 1919-1938 (New York, Nat. Bur. of 
1941), National Product in Wartime (New York, Nat. Bur. of Econ. Research, 
Product since 1869 (New York, Nat. Bur. of Econ. Research). 

Kuznets has kindly permitted me to quote from the manuscript of the last, which 
g, is still press.” 
yusehold.” 
roduct since 1869, Table IV 10. In this form of citation, used throughout, the 
il refers to the part of the book, the arabic numeral to the number of the table. 


ry 
be 
f 
nt 
t 
ani 
j | 
[ 
‘ 
; 
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very slow. As of 1879, Kuznets’ estimate for the accumulated total js 
only about 36 billion dollars.‘ In the succeeding five decades the total] 
grew by large and steadily increasing increments. Then, for the decad, 
January Ist, 1929, to January Ist, 1939, the growth was very small- 
less than that for the year 1929 alone, which is included in that decad 


TABLE I.—REPRODUCIBLE WEALTH OTHER THAN HOUSEHOLD® 
i929 prices, in billions of dollars) 


Total Increase 

Jar i 1879 35.9 

Jan. 1, 1889 62.0 26.1 

Jan. 1, 1899 101.2 39.2 

1, 1909 151.8 50.6 

Jan. 1, 1919 217.7 65.9 

lan. 1,,1929 287.9 70.2 

Jan. 1,.1939 298.3 8.4 (10.5 in 1929 


* See National Product since 1869, Table IV 10. 

It appears that, for the first time in our recent history and perhaps { 
the first time in our entire history, the process of growth in reproduci 
wealth has practically ceased for an entire decade. Moreover, at t! 
writing seven years have already passed out of the current decade which 
will end January 1, 1949. If the guesses made below as to 1944 and 1945 
turn out to be justified, there has been no growth in “non-war’”’ 1 
ducible wealth for the first seven of the current ten years. 

The “‘startling change,” referred to above, is confirmed and em 
sized by an examination of more detailed data. In Kuznets’ most recent 
and most complete annual series for capital formation, the last quarte1 
century, 1919 to 1943,° may be divided into two nearly equal periods 
one of twelve years from 1919 to 1930, inclusive, and one of thirtee! 
years from 1931 to 1943. For the whole of the first period net capita 
formation amounted to 74.6 billion dollars; for the whole of the se« 
it had fallen to 2.6 billion dollars. These figures include only what K 
nets now calls “non-war”’ net capital formation, an adjustment that ay 
lies only to public capital formation. If we are permitted to guess t 
he ultimate estimates for 1944 and 1945, the last two years of the wa! 
will turn out to duplicate approximately those for 1942 and 1943 
first two years of the war, then the picture becomes even worse. [1 


T 


4] ite communication, Professor Kuznets suggests that the relatively si 
the ea figures in this series may exaggerate the actual contrast. In part, it may be 
erta tatior nd exclusions in the data. 

§ Since Kuznets’ present published estimates end with 1943, our use of his data r 
there. 
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whole fifteen-year period from 1931 to 1945, non-war capital 
ption has exceeded non-war gross capital formation by 9.5 
llars. 


zed into the three main components which Kuznets establishes, 


ita may be summarized as follows—again estimating 1944-1945 


been the same as 1942-1943: 


TABLE II.—Net NON-wWArR CAPITAL FORMATION® 
(1929 prices, in billions of dollars 


Public lotal 
|—— 
12 years) +44.8 +14.7 +-15.1 74.6 
3 vears) —0.1 —8&.6 +11 3 +2.6 
t., 15 years) —9.7 —11.2 +-11.4 —9.5 


Product since 1869. Non-war public capital formation is derived by deducting 
[ 16 from col. 6, Table I 7. 
apital formation is derived from col. 1, Table I 7 after deducting depreciation 
following sources: For the years 1919 to 1935 depreciation is derived from 
vw and Capital Formation, line 6 of Table VIII 3, 1929 prices. For the years 
) T have used further estimates furnished me by Solomon Fabricant, whose esti 
tal Consum ption and Adjustment (New York, Nat. Bur. of Econ. Res., 1938), were 
nets in the above. For the years 1940 to 1943, or 1945 I have merely extrapolated 
s. Any error cannot be significant. 
tal formation is then derived by deducting the sum of these two series from 
I 17 in National Product since 1869. 


st period of twelve years, from the close of World War I to the 
the great depression, was one of almost continuous prosperity 
th. An average of about 3.75 billion dollars per year went into 
ness capital formation; an average of about 1.25 billion dollars 
ent into net increase in the value of housing; and an average 
25 billion dollars per year went into public non-war net capi- 
m—probably largely through state and local governments. 
nd period of fifteen years includes the great depression and 
War II. During that time the net value of existing housing di- 
y an average of about 0.75 billion dollars per year; this was ap- 
counterbalanced by positive net public non-war capital 
average 0.75 billion), leaving an average negative quantity 
t 0.65 billion) for business net capital formation to produce the 
tal. 

t well be that the great depression and American participation 
| War II were sufficient conditions to account for the fact that 
net capital formation was almost certainly negative for the full 

31-45. Let us see, then, what the estimates show for the briefer 


ade 
| 


16 [THE AMERICAN ECONOMIC REVIEW (MARCH 
period between these two episodes. It happens that the seven years 
1935-41 make the best showing of any seven consecutive years in the 
: second pe riod. By 1935 we had made a good beginning in the recovery 

from the di pression. Only at the very end of 1941 did we ourselves ente; 

the war. The corresponding best seven consecutive years in the first 

period were 1923-29 

NON-wWAR CAPITAL FORMATION 
1929 prices, in billions of dollars 
ae N var Non-war 
B ess Res ntial Public [Tot 
29 32.5 114.6 9.9 1570 
3 ears 25.7 0.7 +6.6 31 
In the second seven years, 1935-41, total net capital formation was 
little more than half what it was in the first seven years, 1923-29 
Non-war public net capital formation declined in the second seven years 
by about one-third from the level it reached in the first seven years 

Net capital formation in housing disappeared altogether, in contrast 

a positive average per year of over 2 billion dollars. But business 1 

capital formation was, in the second, nearly four-fifths of what it was 

the first seven years. When, however, we examine the components 
this business net capital formation we find that over 60 per cent 
16 billions) was concentrated in the last two of the seven years a1 
that, of this 16 billions, more than half (9.5 billions) took the most ephe 
| eral forms—increases in inventories and in private foreign clai 

Obviously, 1940-41 resembled 1915-16 in that, at both times, we w 

receiving the full impact of war buying from abroad before we wer 
selves implicated. This considerable fillip to business from war-mal 


somewhat distorts the comparison. If net business capital formatior 

the whole seven years had averaged what it did for the first five (1935 
39), it would have run about 13.5 billions, or about 40 per cent of that 
the years 1923-29.’ 

Interpreting these data in general terms and contrasting the seco1 
with the first period, we may say (1) that, both for the full periods a 
for the best seven years compared, while net non-war public capital 
formation diminished somewhat, nevertheless it remained at a high 


level; (2) that, for the whole periods net value of housing contracte« 
Vational Product since 1869, lines 3 and 4, Table I 12. 
If my purpose were to make the strongest possible case for a preconceived thesis, | 
tura not select these two briefer periods for comparison. The reason for doing so is t 
‘ 


cr purpose 
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ears almost as much as it expanded in the first, and that even for 
the st seven years there was no expansion in this category in the sec- 
yer there was a very large one in the first; (3) that business real 
ntet tal stood in 1945 considerably below the point at which it stood at 
first f 1930, whereas it had increased by 45 billion dollars in the 


previous to 1931, and that even for the years of recovery 
pression its increase was considerably less than for the pre- 
period, while a major part of this increase was temporary and 
influence of war demand from abroad. In other words, it is 
the “startling change”’ referred to above has not taken place 
economy; it has been confined to the private economy. If 
bearing of this record on the future prospect for economic 
; in the field of the private economy. Total private net capital 
which was positive to the extent of nearly 60 billion dollars 
d of World War I to the onset of the great depression, ap- 
ecame negative to the extent of some 20 billion dollars from 
-” ntil the end of World War II. Since 1930 the private economy 
a gate has not only failed to create any new net real capital; 
t even maintained its net real capital intact. 
s of these data the private economy is divided into two parts, 
| housing. It is clear that, in the field of business, this phenom- 
have been independent of that in housing. Let us consider 


PARLE IV.—FLow or Goops TO CONSUMERS® 


(1929 prices, in billions of dollars 


1919-1929 1929-1941 
1919 1929 Increase Increase 1941 Increase Increase 
per capita per capita 
8.0 + 40% 10.4 1.4497 32 
7.5 11.8 +-572% 35, 6% —3Y, 
5 0 QR 1-767 4-517 90 2 6% 
17.8 27.8 +56% 349 33.3 20° 
50.2 76.4 52% 307 95.5 rS¢ 14% 


l Product since 1869, cols. 6 to 10, Table I 5. 


sector alone. The business sector of the private economy is 
nsible for the flow of goods to consumers, as this is now 

first sight it is rather difficult to reconcile the apparent 
growth, or the actual decline, in business real capital with 
1 the annual flow of goods to consumers which has taken 
pproximately the same period. Kuznets’ estimates of this flow 

ices) show an increase between 1929, the best year up to that 
1941, the best year in his series, which amounts to 19.1 billion 


) 
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dollars.* Theoretically, we would assume that such an increase, about 
25 per cent, would require an expansion in plant and equipment, and 


there! 


product. Examination of the components of this flow suggests why it did 


not. 
It 


livu 


ore net capital formation, in order to make possible the additional] 


evident (1) that the improvement in the average standard of 

so far as that can be measured in these real terms, which took 

between 1929 and 1941 was less than half the improvement be- 

1919 and 1929; (2) that it consisted largely in a marked increas 
} } 


purchase of perishables and some increase in the consumption of 


ices; (3) and that, so far as new purchases were concerned, there was 
yntraction in semi-durables and durables. Moreover, when thes 


es are given in current prices the picture is considerably clarifi 


\t for services in the first period, there was a decline in prices in 


luring both periods. 


TABLE V.—FLow or Goops To CONSUMERS® 
Current prices, in billions of dollars 


1919-1929 1929 1941 
1919 1929 Increase Increase 1941 Increase Incr 
per capita per cat 
24.4 28.0 —1% 32.6 
10.1 12.1 20 +3% 11.3 —71% 
5.4 gg 163% +40% 9.0 +2% 19, 
14.0 27.8 99° +70% 28.6 +3% 
54.0 76.7 +429 +22% 81.5 +6% 3 
Vational Product since 1869, cols. 1 to 5, Table I 5 


1929, the average person spent 22 per cent more to get 30 per cet 


ods and services than he did in 1919; in 194i, he spent 3 per cent 


» get 14 per cent more goods than he did in 1929. The gain in t! 

tandard of living in the first period resulted from spending 1 
foraconsiderably larger quantity of perishables and semi-durables 
more for an even more largely increased quantity of durables 


1 


| nearly three-quarters more for about one-third more services. Su 


as there was in the average standard of living in the second peri 


resulted wholly from a decline in prices in each rubric. In fact, the tota 
flo ls to consumers in the second period, though it shows a! 
re ver 19 billion dollars in 1929 prices, shows an increas 


5 billions in terms of current prices, almost all of which was i 


ng 1941 rather than the latest year in Kuznets’ present series is, n¢ 


est, but also that it is the last pre-war year. 


= 
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ut bles. We conclude that, accompanying the cessation in business 
ation, there was also a cessation in the improvement in the 

ng, at least in respect of semi-durables and durables which 

re capital investment. And these, be it noted, have consti- 

recent decades, the chief addition to the American stand- 


ok g up these findings, it appears that, for the first time at least 
nt history, economic growth in the business sector has prac- 

| for a full decade. At the beginning of the late war business 

od at about the same level as in 1930; so did the flow to 


the chief capital-requiring goods.*® That is the more con- 


SF ture of the cessation of net capital formation in the private 
But, accompanying this 


‘startling change,” there was also an 

severe and prolonged contraction in residential construction. 

facts and figures are not “‘news.’”’ This period and its pecu- 

the subject of an already enormous literature. But these 

tres of the period are reproduced and emphasized because 

te the natural starting point for the special inquiry under- 

[f, in the immediate pre-war period private net capital for- 

| for ten or more years, one is led to suspect that something 

e wrong with the saving function. If, in the pre-war period 

ent wrong with the saving function for as long a time as ten 

.e malfunctioning might reasonably be expected to reap- 

post-war period. If so, the question of the prospect for eco- 

wth would be settled for us. No matter how favorable to 

vth other conditions may be, if the saving apparatus is not 
ere will be no growth. 


[] 


ip this clue, let us attempt to determine whether changes 

| since 1930 in the quantity, source or direction of savings 

t account for the cessation of private net capital formation. 

es se we have to bring our analysis in terms of capital for- 

mformity with one in terms of real income. Net capital 

Kuznets’ terms, requires real saving—that is, it can only 

t of income that is saved and invested, not spent or hoard- 

of money.’® This income arises at three clearly defined 

is made with 1943 (instead of 1941), which is the latest year in Kuznets’ 

t would be somewhat more unfavorable in both respects. That is, both 
negative. 

nates of net savings are all in real terms (7.e., assume investment), we not 


ot need to consider hoarding here. 


point is an important one. Hoarded money, either currency or created 
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< 


overnmental, corporate and individual. A fourth level, the ; 

ne of non-incorporated business, is included with business income, { 
some purposes, and with individual income for some other purposes 
Saving at the first two levels does not appear as saving at the thir 
level." Saving at any level can be transferred to any other level to }y 
ised for capital formation there; or, having regard to the whole, 
saving at one level may be counterbalanced by real dissaving at others 
so that no met capital formation takes place in the aggregate. 


A. Government 


[he various governments, from national down to local—the p 
; conor may effect their own real saving out of tax revenues or 
revenues from public services in excess of current expenses. Such rea 
saving does not appear first as savings by the individuals or corporatio1 
the private economy from which the tax or service revenues are d 
rived. If the saved taxes or other receipts are derived from the capita 
rather than from the income of the individuals or corporations, rea 
saving by government is offset by real dissaving on the part of the indiy 
uals or corporations. On the other hand, governments may rely on r 
saving at other levels. They may borrow, for the purpose of capital f 
mation, from individuals or corporations. The funds so transferred 1 
consist of the individuals’ or corporations’ new savings. Then the net 
capital formation in the public economy corresponds to the new savi 


of the private economy and is a net real increase. Or the funds so b 


' rowed may consist of the equivalent of depreciation reserves not expe! 
ed for replacements or of the proceeds of other real assets not repla 
nventory, etc.). Then the positive net capital formation by governm: 
offset by negative net capital formation on the part of individuals 
porations. In the aggregate, disregarding financing of one go 
ment by another, net capital formation by governments can onl 
} financed from their own real savings, or from the real savings, new 
ld, of the private economy. Finally, it is also possible for capital « 
: sumption to exceed gross capital formation in the case of any sing 
rovernment and therefore for the aggregate of governments. 
: osit course, not spent or invested. The concept is a difficult one to define and 
; i st impossible one to measure. For, in some sense, all cash on har 
) Moreover, increase or decrease in total money outstanding seems to negative 
exaggerate tl fects of hoarding. But such increase or decrease must increase or decr 
el h on hand. Is this hoarding or dishoarding? The changes in the quantit 
ney, bot » and down, have been radical in these two periods, but their effects have be 
ice. Someone should make a special and thorough study of this matter. 
That the funds saved by governments and corporations have not appeared as ! 
to it luals and therefore, of course, not as individual savings 


| 
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rate. With corporations taken as a whole, as with govern- 
pital formation can be financed from undistributed cor- 
ts, in which case it does not require prior saving by individ- 
in be financed by new capital issues, etc., in which case it 
st as savings by individuals or as the equivalent of unspent 
reserves by individuals (residential). These savings may be 
directly or through government. Again, in the aggregate, 
t capital formation can only be financed from these two 
again with corporations, capital consumption may exceed 
formation in particular cases and therefore for the whole. 
r porate. Since all net profits of unincorporated firms, indi- 
artnerships—or entrepreneurs, as they are called in this con- 
treated for tax purposes as the personal income of the par- 
re is no rubric corresponding to undistributed profits in 
Nevertheless, a distinction does exist between business income 
by the participants and loans to, or other investments in, 
de by non-participants or new participants. Only the first, 
t savings, are here called “entrepreneurial net savings.” 
rmation may be financed from either source. And, again, 
maintain real assets results in negative capital formation. 


form of net capital formation by individuals, other than 
rs, which is included as such by Kuznets, is residential build- 
ay be financed out of the savings of the individual himself; 
financed, partly or wholly, out of the savings of other indi- 
rest of the savings of individuals is delegated for real invest- 
to government or to business. The customary ways in which 

done are rather markedly differentiated as between two 
the population. 


nvestors. The savings of a very large portion of the people, 
t of those whose incomes are below the higher brackets, 
hat are regarded by the savers as “‘rainy-day”’ funds. Since 
il as well as the income of these funds is intended for ultimate 
they constitute, in the aggregate, a revolving fund. Be- 
timate dissaving is the prime purpose of the individual 
volving fund only increases by the difference between sav- 


plicity in exposition we are treating all residential net capital formation, 
e, under individual saving. True, governments and corporations or entre- 
do participate in this financing. But, for the most part, neither do so with 


are merely intermediaries for individual] saving. 


| 
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ing and dissaving. A large portion of these savings has, in the past, been 
placed in the hands of life insurance companies, savings banks, et 


: These savings institutions are restricted, in part by law and in part | 

/ conservative practice, so that actual real investment, if it occurs, 
achieved chiefly via three channels, loans to government, loans to lar; 
' business, and loans upon residences.” To some extent small savers hay 
handled their own savings, particularly to finance their own housi 
and, more recently, for the purchase of government securities. 

2. Large Investors. A relatively small portion of the people, whos 
comes are in the higher brackets and who have, therefore, what are cal| 
“surplus” incomes, handle their own savings for the most part. The 
invest for income and expect never to spend their principal, which the; 


regard as “‘sacred.’’ Therefore, except for losses, increments from ney 
savings and capital gains are all net and constitute, in the aggregate 
permanently growing, not a revolving, fund. In the past it has been sy 
posed that these “surplus” incomes were the chief source of all savings." 
At any rate, so far as “‘equity”’ capital for new or old businesses is 
cerned, that has probably been true, And, since business, unlike gover 
ment, requires an “equity” behind its debts, the financing of all 1 
capital formation by business would seem to rely upon these individ 
investors for about half of its requirements over and above what cai 
supplied, in each individual case, by the undistributed profits of corp 
rations or the plowed-back income of participating entrepreneurs. 
Available data do not make it possible to draw up really precise es! 


! mates of the changes that have taken place since 1930, as compared wit 
the period 1919 to 1930, in respect of the magnitude and direction 
these ultimate flows of the several types of savings which permit t 
/ several types of net capitul formation. Nevertheless, Table VI sketc! 
/ in rough outline the broader features of both kinds of change. And, as 
usually the case, this rather crude appraisal has to serve as the basis ! 
analysis. Since conditions changed so radically after our entry 
World War II, it will simplify matters if we now limit the period 
1930 to the years before we entered World War I]—that is, if we 
short that period at 1941. This will also serve better for a forecast 
post-war and, we hope, peace times; though for that we will have also 
| recognize the legacy left by the four years of war. But, since our 
as to savings for the first eight years of this period (1931-38) can 
‘3 It is hardly necessary, any longer, to include loans on farm land. 
‘] tance, Professor F. A. Fetter says in “Lauderdale’s Oversaving Theory,” Amer 
Econ. Rev., Vol. XXXV, No. 3 (June, 1945), p. 267, “As a commonly observed i t 
greate t of the saving in modern communities is of this nature [i.e., does not n 
an actual reduction in the amount of consumables]. It is the action of fairly well-to-d 
savers that are not skimping and denying themselves the enjoyment of their habitu 
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beer TABLE VI.—NATIONAL REAL BupcGeEt* 
Current prices, in billions of dollar 


9-1930 1931-1938 1939-1941 


years 8 years (3 years 
+47. 88 9 4a +-17.2! 
ipital formation +14.2* +3.1” 
ent 9.7 22.0 +14.1! 
ess 23.9 12.6 
i 178 {t 4.9 1.9! 
lividuals +9.7! +22.0 14.1! 
tal formation 16.1 +2.8* 
ition 11.7* 1.2* +-9.4* 
tions 10.9 20.1 141] 4° 
eurs 15 9 ( ) 
viduals +23.9 +12.6 
ents +5. 2! 
rmat 50.7% Q 115.9% 
en the same name and is constructed on a basis similar to the one con- 
Tru ’s I fiscal year 1947. Items starred are from 
1869. F e footnotes below. All other items are 
Since al eal terms, figures in each sector must 
are net transfers only. Transfers, of course, include not only new cap- 
t ector exchanges of liquid (non-real) assets for real assets. For instance, 
ent bonds, it may sell] these to individuals and thus secure the funds 


ition. But this is a transfer from individuals to business. 

es of individual savings are modifications of those given by Kuznets in 
nd Its Composition, 1919-1938, p. 276. There he estimates individual savings 
icting the other directly estimated categories of savings from net capital 
es (National Product since 1869) show greater net capital 
period and less for the second, I have increased his estimate of indi 
119-30, by 0.5 billions and decreased it for 1931-38 by 6.6 billions 
governments is taken from National Income and its Con 
276 and 814. The figure for transfer from individuals to governments 


een these savings and governmental capital formation. Kuznets esti- 


at only 6.8 billions (loc. cit.) If we were to ac 
ils (or business), it would be necessary to 
a 

it savings by 2.9 billions, and to decrease individual sav- 


ivi a 


ed net savings as given in National Income and its Com posi 


te « et ( ‘ rover ent debt yr the pe iod. See National 
m, 1919-1938, p. 814 
ther’’ federal security assets for this period was 6,813 millions. See 
ind its Composition, 1919-1938, p. 814. I am assuming that about 5 billions 


financial aid to business, including farming 
estimates of net savings by categories have not yet been carried on for the 
ive used those of the Department of Commerce, trying to adapt them to 
ates of net capital formation in the way he has previously done 

ngs are Kuznets’ estimates (National Product in War Time, Appendix 


| 
4 
perlite 
iblic d t for 
for transfer 
f sovernmer 
] by the same amount 
276 and 814. 
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Ta III 3) derived fr Survey of Current Business, April, 1944, by adding to line 12, Ta} 


Entre P ’ net savings have not bee! separately estimated in the Survey, being i 
th i viduals’ net savings. I have imputed an amount sufficient, together with cor 
g ike care of business net capital formation. This seems a reasonable 1 
h savings of 2.1 billions from 1935 to 1938 (National In 
176) and because their net income averaged about the same as in 1929 (Surve, 
1944 13, Table 15, p. 15), when their net savings were 1.1 billions (National In 
2 If entrepreneurial net savings were larger than this, individual net savir 
( ndingly business must then have transferred to government the « 
t tal formation and that would reduce the amount transferred by 
In eithe there appears to have been no net transfer from individuals to } 
I net savings are derived by making two deductions from the Depart 
( est ite irve Apr 1944, line 1, Table 6 p. 11 The first deduction. ¢ 


between the Department’s estimate of private capital consu 

19.¢ “7 April, 1944, line 4, Table 6, p. 11) and Kuznets’ estimate, 27.1 | 
Tal tly greater estimate « 

ition. The second deduction is the 3.8 bil ons arbitrarily ass 


As noted, individual and entrepreneurial savings are 


Depart t’s estimates 
I to government, 14.1 billions, accounts for the balance of ind 
g 3.1 | ns, Kuznets’ estimate, for net residential constructi 
é exactly agrees with the estimate of gross private savings available to tl 
g rvey, April, 1944, line 11, Table 6, p. 11) and with increase in pul 
18, | e 21, Table 6 
egative residual Net surplus of state and lox 
t 1.1 ‘ April, 1944, line 12, Table 6, p. 11). The 
1 3 | s. Las e that state and local governments 


taken from Kuznets’ estimates, while those for the last three (1939 
have to be derived from other sources, we will divide the whol 
two part periods. This has the added advantage that it indicates a tr 
from 1931 to 1941 which only becomes marked at the end. Finallh 
rder to bring our figures into balance, we now have to includ 


Kuznets defines as ‘‘war capital formation,” however uncertain n 


[he general trend evidenced by these figures is quite clear 
1) there is a wide margin of error in some of the estimates. | 
vidual savings averaged about 4 billions a year in the first period, 
ly less than that in the second, and appear to have risen to neat 


6 billions a year in the third. In the first period about half of tl 
savings were invested in business; in the second period only about 


third these savings, plus unused residential depreciation, wer 
[t ear by year, for this period, the probable transfers t 
those by government. But to indicate the gradual diminut 
estimate (in billions of dollars) of these combined transfer 
ng Kuznets’ estimates of negative net capital formation in | 
ve net savings by corporations and entrepreneurs. 


193? 1933 1934 1935 1936 1937 l 
3 4 3 4 3 0.5 2.1 1.9 4.1 


and 5 of Tabie 13, p. 14 
ts last Value. 
| 
| 
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business; in the third period no individual savings were, on 
vested in business.” 
nt net savings averaged about 1.5 billions a year in the 
and were negative by about 0.6 billionsa year in the second 
riods. Whereas, in the first period the net savings of govern- 
nced two-thirds of their own net capital formation, in the 
third periods all their net capital formation together with 
deficits were financed by the loan of individual savings. 
ss net savings in the first period were better than 2 billions a 
ed to finance about half the business net capital formation. 
| period all this accumulation was lost. Business paid out 
ver 3 billions a year) more than it would have had to take 
) keep its real capital intact. However, all but 8 billions of 
good by new capital furnished by transfers of individual 
ctly or through government. In the third period business 
sufficed for all business net capital formation, which took 
5 billion per year) greater than it did even in the first 
illions). But, as we have already suggested, these large 
third period were probably, as in 1915-16, largely the 
World War II before our entry into it. 
res seem to prove that the cessation of growth in private 
ation, from 1931 on, was not due to a radical change in the 
ndividual saving. In the second and third periods, as com- 
the first, there was no contraction in saving by individuals. 
second period, there was a very large offsetting dissaving 
nly partly made good by large saving in the third period. 
rs reasonable to regard that as a temporary phenomenon, 
re no indication as to what to expect in the future. Finally, 
| and third periods there was a marked diversion of indi- 
ngs from business to government. Again, this might be con- 
porary. But the fact that there appear to have been no 
ver from individuals to business in the third period sug- 


sability of looking into the matter further. During the 


rs 1935 to 1937 give the appearance of a resumption of transfers from in 

1 scale, the facts that increased inventories account for 6.3 billions of the 

those years and that “new capital’ issues were but 2.6 billions for the 

t that a considerable portion of these transfers were temporary and took 
sions of bank credit 


the trend is also indicated by the fact that so-called ‘New Capital Issues 
rations” in the form of stocks were, for the eleven years 1931 to 1941, only 
at they had been for the eleven years 1920 to 1930. Since the combined 
is and notes for 1931 to 1938 was less than 6 billions, as compared with 41 


» 1930, and since “new capital issues” include those for the purchase of one 
other, it appears likely that less than half the transfer of 12.6 billions from 
iness went to corporations. 
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years of deep depression, as well as in those of recovery, such transfers 
continued, though on a diminishing scale. The years 1939 to 1941 we, 
years of still further recovery, and they preceded our entry into ¢] 

war. Why did the transfers cease altogether at that stage? Is it possib) 
that changes in the source of individual s savings have taken place whic] 
could account for this phenomenon? Is it possible that the former out 
Si e of new capital for business has, since 1930, gradually dried 
up, leaving business to grow on its own savings or not at all? 

Some light may be thrown on this last and apparently crucial f 
by examining the statistics of income, in general, and of income taxa 


t 


Taste VII 
j Bracket 1929 1941 Change 
' sands billions in billions in b 
i of dollars of d 
O09 406 97 
Ay 1.147 3.815 332 
i) 
I et 6.231 6.093 1.38 
| e tax 335 1.720 rl .373 
\ é 5 . 896 4.373 1.523 
Over ( 
‘ Report net income 1.907 900 —1.007 
I e tax O53 591 
Av ble 1.254 309 — .945 


tion, in particular. It will be recalled that we have supposed that, ir 
~ it has been chiefly the savings of large investors—of those 
irplus” incomes—which have been the outside source for fina 
add itional business equ gerne If the function of saving has shift 
any reason, from those with large to those with small incomes 


might account for their Pst se to government and for their fail 
provide new capital for business. 
For this apie let us first compare the years 1929 and 1941, tl 
i year « f the f pe riod and the best year of either the second o1 
third px jak Statistics of net income exclusive of capital gains, 


reported for federal income tax, give us a fairly accurate basis for | 
paring the aggregate net income, after taxes and available for spe! 


7S tatistical Abstract of the United States, 1932, and 1944-45. The deduction f 
is based Table 173 (1932) for the year 1929, and on Table 287 (1944-45 


| 
1941 
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for all brackets which may be regarded as coming within the 
“surplus” incomes. 

gregate shrinkage in income available after taxes in all these 

was 2.800 billions. In the brackets from $5,000 to $100,000 

this shrinkage was almost wholly due to increased taxes 
ns out of 1.855 billions. In the brackets above $100,000 a 
ind more) of the shrinkage was due to the great contraction 


.ggregate of such incomes.”® 


ently, incomes under $5,000 a year were moving in the op 
irection.’* An even greater change appears in reported net in- 
ler $5,000 a year. But of course that change is largely exag- 
a change in the basis of reporting. 
ata cannot be adduced as positive proof of any hypothesis. 
the increase in national income and in reported net income 


$5,000 a year, as shown above, provide a sufficient, if not a cer- 


ination of the very large aggregate of individual savings in 
the end of the third period there was evidently an entirely 
pply of individual savings for transfer to governments, 
dissaving or for net capital formation by governments. 
ilso an ample supply of individual savings for residential net 


+ 


lical shinkage in income available after taxes was, at least in the higher brack- 
a gradual affair from 1930 to 1941 is indicated by estimates of available in- 
calculated for incomes of specific size (not brackets). These are taken from 
Report of the Director of Research (Nat. Bur. of Econ. Research, 1946), Ap 
notes 43-48, p. 36, for basis of estimates. It will be seen that, before 1941, 
ges downward came between 1931 and 1932 and between 1935 and 1936. In 
pears an approximate estimate for 1945, under the then effective Revenue 
ted only to indicate how little may be expected in the way of savings from 
in the immediate future 
NET INCOME 
(in thousands of dollars 


After Federal] Income Taxes 


1945 
1930-3 932-33 934-35 1936-3! 
1930-31 1932-33 1934-35 . 6-3? ipproximate) 
4.992 4.932 4.952 4.952 3.955 
9.917 9.584 9.657 7.492 
24.01 22.54 22.67 22.67 15.36 
84.26 69.96 69.84 68.00 36.05 
384.3 236.5 236.5 196.4 91.67 
oe. 429.0 429.1 321.6 183.3 
rted net incomes over $5,000 a year from total national income, we get 


1929, and about 85 billions for 1941 
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TABLE VIII 


1929 1941 Change 
in billions in billions (in billions 
of dollars ol dollars of dollars) 

rota! natio 83.326 96.857 +13,.531 
000 
12.213 58.868 4-46 655 
Fede e tax 005 1.189 +1.184 
A le 12 OR 57 679 1 45 4 1 
I $5,000 per ye 
| t ‘ 12.294 11.214 —1.080 
997 2 +1.720 
Ay ible 11.297 8.497 
apital formation. On the other hand, the decrease in incomes oy 
$5,000 a year and the far greater decrease in the portion of them avai 


able for expenditure and saving at least suggest that new capital { 


business was no longer available from the old source.”° 


[here can be no question that the private economy of the Unit 
s stood still from 1931 to 1945, and that for the first time, at least 
recent history.” In fact, we have been to some extent living on « 
fat. Such is the essence of the foregoing analysis. There can also be 1 
question that the private economy will continue to stand still unless t! 
process of its own net capital formation is resumed. To what extent 
that possible under present conditions? As to that, our examinati 

yields us a fair basis for prediction. 
he first requisite is future real saving. It must not be supposed that 
f the present so-called surplus liquid resources of the peopl 


lividual or business—can be used for future net capital formati 
1out future real saving. These surplus liquid resources were acquir 
‘ing the war. They represent federal government debt or consist 
cash—currency and deposits—which in turn represents govern 
debt in the Federal Reserve or commercial banks. The proceeds ot t 


Phe luct f 2.8 billions of dollars in income “‘available”’ for saving and expe 
far exce t iverage transfer from individuals to business in the years 1919 to 1930 
In t s 1926 to 1929 the United States accounted for 42.2 per cent of thi 
g production. In the years 1936 to 1938 this percentage had fallen to 32.2 
e than any since 1900. In 1938 the only other industrialized countrie 
lex of manufacturing production (on a 1925-29 base) showed a reduction were Fra 
Belgium, Cz slovakia and Switzerland. See Industrialization and Foreign Trade (Leag 
f Nat P 1945), pp. 13 and 140-43 


| 

| 
| 
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vernment borrowing have been spent, not invested. There is 
- of the debt except the future tax liability of the people. 
| their surplus income to finance the war, the people cannot 
ver again for some other purpose. Most of the savings of the 
ive been written off the books so far as the community as a 
ncerned. 
vate economy under present conditions the sources of volun- 
| savings will be practically limited to corporations, to small 
rs, and to small individual savers. At present tax rates™ 
reneurs and individuals with large incomes are practically 
ym saving. There is no reason to suppose that, in good years, 
ite volume of savings from the remaining sources will not be 
mpediments to the resumption of the former rate and di- 
onomic growth will arise from the probable canalization of 
ngs rather than from their deficiency. 
t successful corporations will be able to continue to grow at a 
a t rate—increasing their net real capital—if they are permitted 
101 r undistributed profits. Occasionally they may be able to 
savings of small savers through bond issues sold to the 
tutions. Under present conditions new equity capital is not 


be available. Existing corporations will also be able to effect 
formation out of their present liquid resources—their past 
the extent that they can dispose of their surplus cash and 
securities in exchange for the new savings of small savers.” 
they can, for the time being, draw on this large source of 
ngs without any change of habit among small savers. How- 
ssibility is limited. Once the present surplus liquid resources 

that process will come to an end. 
preneurs can grow and produce net capital formation out 
net savings. However, this process can only continue so 
remain very small. Under present conditions as soon as 
ses above a few thousand a year, federal income taxes will 

t of their potential savings. 

gs of small savers should be adequate and available to 
ient housing to make up the very apparent deficit in that 
irectly and through institutions, this has always been one 
hannels for the investment of small savings. Past experience 
ne to expect that the rest of these savings would be used, 


17, above, for rough estimates of amounts now available for expenses and 
sample “‘surplus” incomes. 
t to use liquid resources for new capital formation that does not correspond 
g iving will result either in offsetting dissaving elsewhere or in a mere rise 


real capital formation at uniform prices. 
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for the time being, in a gradual taking over of the cash and government 
securities now held by business as surplus liquid resources; perhaps for 
: an increasing taking over, through refunding operations, of government 
| securities now held in banks, with a consequent reduction of the present 
4 and perhaps th 


ere 


excessive volume of currency and demand deposits, 


after for new loans to governments for public non-war net capital f 
mation. 
So far as the business sector of the economy is concerned, the prosp 
is obvious. If the small saver can be induced to take over the surp! 
/ liquid resources of existing business, much of the shortage in net capita 
formation accumulated during the past fifteen years can be made goo 
/ in a few years.” Thereafter, successful corporations and very sma 
Che sul jec t of reduction of federal indebtedness to the banking system Federal! Reser 
this connection, a complicated one, for it involves the somewhat 
pendent stion whether the resulting quantity of circulating medium—currency and 
mand ts—is too large for economic health and should therefore be reduced, pari pa 
At le tat e point in the re luction of this floating debt it is probable that reductio: 


she 1] cease. 
If the floating debt is redeemed out of involuntary savings—tax and other reve 


’ reserves are reduced proportionately, no real saving nor net capital fo 


If the floating debt is redeemed out of involuntary savings, leaving the banks’ 
extensions of credit, real saving and net capital formation ca 
the extent that the new currency and demand deposits ultimately become the me 


savings are invested. 
If the floating debt is refunded out of voluntary savings—presumably small indiy 
1 the banks’ reserves are reduced proportionately, no real saving nor net « 


If the floating debt is refunded out of voluntary savings and the banks’ reser 

new extensions of credit, real saving and net capital formation can res 

t that the new currency and demand deposits ultimately become the mediu 


; new Savings are invested 
dc, so long as the objective is joint reduction of both the floating debt 
; edium, no real capital formation can result. The apparent savings 
tar tary, disappear in the course of writing off government debt, which is, for t 


| ‘ Vv i ‘ e, a fictitious asset 

| Under! 1, when the objective is only the reduction of the floating debt, new credit re 


ay lead to net capital] formation if it corresponds to new saving it 


dep ts 
All of v juivalent to saying that money savings applied to the contraction « 
redit structur nnot become real savings unless they are then utilized for a re-expans 
g lent out again 
I e of the four cases can the saving, involuntary or voluntary, which goes to redu 
\ floating debt itself result in net capital formation. It is all absorbed, whether by redempt 
' refunding ng off or in changing the ownership of a fictitious asset. But, under / 
e new luce new saving by producing capital formation and an increast 
e. If it t induce new saving, the capital formation is not net, 7.e., because t 
dissaving tal « imption to cancel the new capital formation 
% Dar W. Bell, former Under Secretary of the Treasury, estimated, as of June 30, ! 
hat “‘other’’ isiness) corporations and associations held 27 billions of additional g 


ent securities and 16 billions of additional demand deposits and that “business ac 


| 
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irs can continue to grow, at least slowly. But there is likely 
organization of new business concerns; growing corporations 


t difficult to procure additional outside capital; and all entre- 
larger than the smallest will be practically stopped. We can 


xpect a progressive concentration of business in a relatively 
corporations; and after the present surplus liquid resources 
p a much slower rate of growth than in the past. Since business 
responsible for the flow of goods to consumers, we can also 
ich slower rate of improvement in the standard of living than 
o far as that requires net capital formation. 
recast is predicated on a continuance of present conditions. 
re four major ways in which conditions might change. Any 
em might be sufficient to lead to a resumption in the growth 
and in the standard of living at a rate such as characterized 
riod, 1919 to 1930. 
1 time we may commence the process of involuntary saving. 
ceeds of taxes paid out of income or of other net govern- 
venues are used for the redemption of public debt outside of 
effect is to release these proceeds for reinvestment. If invested 
tal formation, the result is new, though compulsory, real 
the taxpayer this process appears as expense; to the govern- 
lder it appears as merely the conversion of some of his 
government securities to cash. To the extent that these 
S are persons accustomed to investing in business equities, 
old concerns, new capital might thus become available for 
[hat is, it might become so, if the incentive to risk-taking 
persons remains sufficient after taxes on income and on 
ome tax structure might be changed. In the face of the huge 
dget and the huge federal debt this seems but a slim prospect. 
sentiment in regard to the practically confiscatory rates 
50 per cent—may change. It is likely that any reduction in 
se brackets would all go into increased savings. Since such a 
tax rates would leave half the income derived as an induce- 
taking, that might lead to investment in new equity capital 
basis of the 1941 distribution of incomes the reduction in 
resent rates would be small, of the order of 350 millions. 
first, the additional savings would be small. But, if the 
of confiscatory rates resulted, in time, in a new crop of 


ions of additional deposits, asa result of fiscal operations during the 
his suggests a total of surplus liquid resources in business hands of it 


lress before Association of Stock Exchange Firms,” quoted in New York 


2 rHE AMERICAN ECONOMIC REVIEW [MARCH 


large incomes, additional savings might be substantial—500 to 1.000 
millions. In the latter event, if large incomes grew again to the 1929 
level, the lower rates would nevertheless yield a larger total tax. How- 
ever, the current social attitude toward ‘“‘concentrated wealth” might 
regard such a change in conditions as no better than the concentration 
of business in a relatively few large corporations, which this change 
would be designed to cure. 

3. The savings of small savers might be diverted from their customary 
channels and invested in new equity capital for business through the 
intervention of government. This could be done indirectly, if the govern- 
ment offered the small saver, or his savings institutions, government 
a normal investment for both—and then invested the pro 
ceeds in equity capital for business. Or, this could be done directly by 


savers and their savings institutions, the government merely 


securities 


small 
guaranteeing or insuring securities issued by corporations and, perhaps 
sleeping interests in partnerships and associations. The indirect meth 
seems to resemble part of the capital-control measures proposed for th 
new British régime. Under either method the government would assun 
all risk. Under the first method the government would receive all profits 
and suffer all losses. Under the second, the small savers would receiv: 
all profits and the government would suffer all losses.”® Under the first 
method, the net losses, if any, and, under the second, all losses wo 
ultimately fall upon the taxpayer and be distributed in the same manne: 
that marginal taxes were distributed. To many, the objectionable { 
ture of any change of condition in this direction would be that it we 
appear as a move along the road toward state capitalism. 

1. The only other change of condition which could modify the forecast 


volves a radical alteration in previous practice. But, more than a1 
of the others, it also leads in the direction of an ideal Jeffersonian « 
nomic democracy. Through a program of re-education and adaptati 
of financial machinery it might be possible to induce the small saver t 
undertake the function of risk-taking. Stockholding by employees 

eir employer’s enterprise has been tried. It faces many difficulties 
and particularly so in a time of high turnover of labor. Moreover, « 
erienced investors have found diversification essential; that w 
srobably be even more essential for inexperienced investors. Investn 
trusts and, for larger individual funds, investment counsel might pr 
channels. However, here, past tendencies would be like! 


] 
aaequal 


repeat themselves. The assumption of the responsibility of investing 


the savings of small savers has always, in time, become more and n 


hedged round by self-imposed and legally-imposed safeguards and lin 


al 


Except for premiums on the insurance, if any. 
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How long, as agencies for small savers, would investment trusts 
to take risks? Finally, experienced investors know they cannot 
while inexperienced investors expect always to do so. If 
they must find a scapegoat. However, even recognizing the 
ficulties, the vision of a nation of small capitalists remains a 
ng one. 


iking is an indispensable function in any form of economy. We 


r the time being, practically destroyed our system for extending 


large scale. One might say that risk-taking on a large scale is 
lered socially beneficial if you lose and socially harmful if you 
says, in effect, “Heads, I win; tails, you lose.”’ If that at- 
les, a new system for new risk-taking on a large scale will 
developed. Until a new system is developed or the old one 
prediction must be based on present conditions, and must 
above. After a short burst of apparent rejuvenation, we 
at a state of slow growth, increasing concentration and 
vation in the business economy, and consequently a state 
provement in the standard of living. It is true that, then, our 
alties may be reduced. For casualties are always heavy in 

of enterprise. But only along that road lies progress. 
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EXPANSION AND EMPLOYMENT! 


By Evsey D. Domar* 


‘A slow sort of a country,’ said the Queen. “‘Now, here, you see, it takes all the running yoy 
can do, to keep in the same place. If you want to get somewhere else, you must run at leas 


Lewis Carroll: Through the Looking Glas; 


In these days of labor shortages and inflation, a paper dealing wit 
conditions needed for full employment and with the threat of deflatio: 
may well appear out of place. Its publication at this time is due part); 
to a two-year lag between the first draft and the final copy; also to t! 
widely held belief that the present inflation is a temporary phenomen: 
and that once it is over, the old problem of deflation and unemploym 
may possibly appear before us again. 

* * * * 

Our comfortable belief in the efficacy of Say’s Law has been badl\ 
shaken in the last fifteen years. Both events and discussions hay 
shown that supply does not automatically create its own demand. 
part of income generated by the productive process may not be r 
turned to it; this part may be saved and hoarded. As Keynes put it, 
“Unemployment develops . . . because people want the moon; me! 
not be employed when the object of desire (7.e., money) is somet 
which cannot be produced. ...’ The core of the problem then is 1 
public’s desire to hoard. If no hoarding takes place, employment 
presumably be maintained. 

Chis sounds perfectly straight and simple; and yet it leaves something 

nexplained. Granted that absence of hoarding is a necessary conditi 

r the maintenance of full employment, is it also a suffictent condition? 
Is the absence of hoarding all that is necessary for the avoidan 

loyment? This is the impression The General Theory gives. Ai 
yet, on a different plane, we have some notions about an increasing 


Dp tive capacity which must somehow be utilized if unemployment 
t] assistant professor of economics at the Carnegie Institute of 
abt $a ence to my earlier article on ““The ‘Burden’ of the Debt ar 
Nat l e,”’ pu ed in this Review, Vol. XXXIV, No. 5 (Dec., 1944), pp. 798-82/ 
Though their title»seem different, the two papers are based on the same logical foundatior 
treat a m subject: the economic rdéle of growth. 
2 John M. Keynes, The General Theory of Employment Interest and Money (New York, 19 
p. 235 
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.voided. Will a mere absence of hoarding assure such a utiliza- 

| not a continuous increase in expenditures (and possibly in 
supply) be necessary in order to achieve this goal? 

sent paper deals with this problem. It attempts to find the 

eeded for the maintenance of full employment over a period 

more exactly, the rate of growth of national income which the 

ce of full employment requires. This rate of growth is ana- 

Section I. Section II is essentially a digression on some concep- 

ns and alternative approaches. It may be omitted by the 

r. Section III is concerned with the dual character of the in- 

t process; that is, with the fact that investment not only gener- 

but also increases productive capacity. Therefore the effects 

nt on employment are less certain and more complex than 

ipposed. In Section IV a few examples from existing litera- 

subject are given, and Section V contains some concluding 

lhe most essential parts of the paper are presented in Sections 


y papers of this kind, a number of simplifying assumptions 
Most of them will become apparent during the discussion. 
noted at the outset. First, events take place simultaneously, 
lags. Second, income, investment and saving are defined in 
se, t.e., over and above depreciation. The latter is understood 
the cost of replacement of the depreciated asset by another 
ial productive capacity. These assumptions are not entirely 
) the argument. The discussion could be carried out with lags, 
ed, in gross terms or with a different concept of depreciation. 
estions along these lines are made in Section II. But it is 
egin with as simple a statement of the problem as possible, 
ind of course the nature of assumptions made. 


I. The Rate of Growth 


ectly clear that the requirement that income paid out should 
to the productive process, or that savings be equal to in- 
or other expressions of the same idea, are simply formulas for 
n of the income status quo. If underemployment was present 
it would still remain here today. If yesterday’s income was at 
yment level, that income level would be retained today. It 
ger, however, correspond to full employment. 
rday’s full employment income equal an annual rate of 150 
ars, and let the average propensity to save equal, say, 10 
If now 15 billions are annually invested, one might expect full 
to be maintained. But during this process, capital equip- 
he economy will have increased by an annual rate of 15 billions 


= 
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for after all, investment zs the formation of capital.* Therefore, th, 
productive capacity of the economy has also increased. 

The effects of this increase on employment will depend on whether oy 
not real income has also increased. Since money income has remained. as 
assumed, at the 150 billion annual level, an increase in real income cap 
be brought about only by a corresponding fall in the general price level 
This indeed has been the traditional approach to problems of this kind 
an approach which we shall have to reject here for the following reasons 

The presence of considerable monopolistic elements (in industr 


: and labor) in our economy makes unrealistic the assumption that a fall- 

: ing general price level could be achieved without interfering with fu! 

: employment. This of course does not exclude relative changes among 

. prices. As a matter of fact, if industries subject to a faster-than-averag, 

' technological progress do not reduce their prices to some extent, a co! 

stant general price level cannot be maintained. 

| 2. For an economy saddled with a large public debt and potentially 
faced (in peacetime) with serious employment problems, a falling pri 

| level is in itself undesirable. 

A falling price level can bring about a larger real income onl 

the special case when prices of consumers’ goods fall more rapidly tha 

those of investment goods. For otherwise (with a constant propensit 
to save) money income will be falling as fast or faster than the pri 

level, and real income will be falling as well. To prevent money incom 

from falling so rapidly, the volume of real investment would have t 
keep rising—a conclusion which will be presently reached in the mor 
general case. 

+. Finally, the assumption of a falling general price level would ob- 
scure—and I believe quite unnecessarily—the main subject we are c 
cerned with here. 

For these reasons, a constant general price level is assumed through 
this | paper. But, from a theoretical point of view, this is a convenient 
rather than a necessity. The discussion could be carried on with a falling 
or a rising price level as well. 

lo come back to the increase in capacity. If both money and rea 
national income thus remain fixed at the 150 billion annual level, 
creation of the new capital equipment will have one or more ol t! 

Che identification of investment with capital formation is reasonably safe in a ag vat 
economy where only a smal rt of resources is disposed of by the government. Whe 
part becomes substantial, complications arise. This question will be taken up again in Sectior 
II. Meanwhile, we shal] disregard it and divide total] national income, irrespective of so 

nto investment (i.e., capital formation) and consumption. 

The term “national income”’ is understood here in a broad sense, as total] output minus 

k lepreciation, and does not touch on current controversies regarding the inclusion or exclusio 
of certain items. Perhaps “net national product’? would be more appropriate for our purposes 
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fects: (1) The new capital remains unused; (2) The new 
d at the expense of previously constructed capital, whose 
markets the new capital has taken away; (3) The new 
bstituted for labor (and possibly for other factors). 
ase represents a waste of resources. That capital need not 
constructed in the first place. The second case—the substitu- 
capital for existing capital (before the latter is worn out, 
tment is defined here in the net sense)—takes place all the 
reasonable magnitudes, is both unavoidable and desirable 
namic society. It is when this substitution proceeds on a 
e scale that it can become socially wasteful; also, losses sus- 
pected by capital owners will make them oppose new invest- 
ous danger for an economy with considerable monopolistic 


apital may be substituted for labor. If this substitution re- 
intary reduction in the labor force or in the length of the 
objections can be raised. Such a process has of course been 
any years. But in our economy it is very likely that at 
{ this substitution—if carried on at an extensive scale—will 
ry, so that the result will be unemployment. 
sed in this paper do not allow us to distinguish between 
ffects of capital formation, though, as will appear later, our 
so defined that a voluntary reduction in the number of 
worked is excluded. In general, it is not unreasonable to 
n most cases all three effects will be present (though not 
proportions), and that capital formation not accompanied 
ase in income will result in unemployed capital and labor. 
ve problems do not arise in the standard Keynesian system 
S ts explicit assumption that employment is a function of na- 
e, an assumption which admittedly can be justified only 
erlods of time. Clearly, a full employment income of 1941 
considerable unemployment today. While Keynes’ ap 
treatment of employment as a function of income—is a 
rst approximation, we shall go a step further and assume 
t the percentage of labor force employed is a function of the ratio 
nal income and productive capacity. This should be an im- 
it we must admit the difficulties of determining productive 
h conceptually and statistically. These are obvious and 
aborated. We shall mean by productive capacity the total 
economy at what is usually called full employment (with 
e for frictional and seasonal unemployment), such factors 
preferences, price and wage structures, intensity of com 
so on being given. 
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The answer to the problem of unemployment lies of course in a grow. 
ing income. If after capital equipment has increased by (an annual rate 
of) 15 billions an income of 150 billions leaves some capacity unused 
then a higher magnitude of income can be found—say 155 or 160 billions 
—which will do the job. There is nothing novel or startling about this 
conclusion. The idea that a capitalist economy needs growth goes back 
in one form or another, at least to Marx. The trouble really is that the 
idea of growth is so widely accepted that people rarely bother about it. 
It is always treated as an afterthought, to be added to one’s speech o; 
article if requested, but very seldom incorporated in its body. Even then 
it is regarded as a function of some abstract technological progress which 
somehow results in increasing productivity per man-hour, and which 
takes place quite independently of capital formation. And yet, our hej 
in the industrialization of undeveloped countries will take the form not 
only of supplying technical advice and textbooks, but also of actual 
machinery and goods. Certainly the 80 odd billion dollars of net capital 
formation created in the United States in the period 1919-29 had a con- 
siderable effect on our productive capacity.‘ 

A change in productive capacity of a country is a function of changes 
in its natural resources (discovery of new ones or depletion of others 
in its labor force (more correctly, man-hours available), capital and t 
state of technique.® Since changes in natural resources and technig 
are very difficult concepts, we can express changes in total capacity via 
changes in the quantity and productivity of labor or of capital. The tra 
ditional approach builds around labor. The several studies of the mag- 
nitude of total output corresponding to full employment, made in th 
last few years, consisted in multiplying the expected labor force (sub- 
divided into several classes) by its expected average productivity.° This 
procedure did not imply that the other three factors (natural resources 
technology and capital) remained constant; rather that their variations 
were all reflected in the changes in productivity of labor. 

It is also possible to put capital in the center of the stage and t 
estimate variations in total capacity by measuring the changes in the 
quantity of capital and in its productivity, the latter reflecting changes 
currently taking place in natural resources, technology and the labor 
force. From a practical point of view, the labor approach has obvious 
advantages, at least in some problems, because labor is a more homo- 
geneous and easily measurable factor. But from a theoretical point o! 


Anes 


‘ This figure, in 1929 prices, is taken from Simon Kuznets, National Income and Its Compos- 
tion, Vol. I (New York, 1941), p. 268. The actual figure was 79.1 billion dollars. 

5 Taking other conditions listed on p. 37 as given. 

6 See for instance E. E. Hagen and N. B. Kirkpatrick, “The National Output at Full En- 
ployment in 1950,”’ Amer. Econ. Rev., Vol. XXXIV, No. 4 (Sept., 1944), pp. 472-500. 


| 
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L STOW. .pital approach is more promising and for this reason: the 
al rat of an extra workman or his decision to work longer hours 
nused s productive capacity without, however, generating any 
iillions nake use of this increase. But the construction of a new 
ut this ; a dual effect: tt increases productive capacity and it generates 
Dack 
hat th phasis on this dual character of the investment process is the 
out it, f this paper’s approach to the problem of employment. If in- 
ect t increases productive capacity and also creates income, what 
n tl the magnitude of investment, or at what rate should it grow, 
>» whi make the increase in income equal to that of productive ca- 
wh Couldn’t an equation be set up one side of which would repre- 
ur h ncrease (or the rate of increase) of productive capacity, and the 
TI of income, and the solution of which would yield the re- 
act f growth? 
cay V ll attempt to set up such an equation. It will be first expressed 
la form, and later (on p. 41) illustrated by a numerical example. 
Let investment proceed at an annual rate of J, and let annual pro- 
hang ipacity (net value added) per dollar of newly created capital 
ythers the average to s. Thus if it requires, say, 3 dollars of capital 
and t in terms of annual net value added) one dollar of output, s 
Al one-third or 33.3 per cent per year. It is not meant that s is 
cit} the same in all firms or industries. It depends of course on the nature of 
‘he tra nstructed and on many other factors. Its treatment here as a 
le mag ignitude is a simplification which can be readily dispensed with. 
i ictive capacity of J dollars invested will thus be Js dollars 
€ \s But it is possible that the operation of new capital will take 
y ist to some extent, at the expense of previously constructed 
30 th which the new capital will compete both for markets and 
rial f production (mainly labor). If as a result, the output of 
. ts must be curtailed, it would be useless to assert that the 
and tive capacity of the whole economy has increased by Js dollars 
Sint ir.° It has actually increased by a smaller amount which will be 
changes by Ja.°o may be called the potential social average productivity 
ie lab iment. Such a long name calls for an explanation. 
es ™ tated above, a is concerned with the increase in productive 
> Nol 
point t of the problem presupposes that full employment has already been reached 
t e maintained. With a small extra effort we could begin with a situation where 
Lon nent originally existed. 
These isons must of course be made at a full employment level of national income. 
14-46 


> disregarding here external economies obtained by existing plants from the newly 
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capacity of the whole society and not with the productive capacity per 
dollar invested in the new plants taken by themselves, that is with 
\ difference between s and a indicates a certain misdirection of invest. 
ment, or—more important—that investment proceeds at too rapid a 
rate as compared with the growth of labor and technological progress 
lhis question will be taken up again in Section II. 

2. 0 should not be confused with other related concepts, such as t 
traditional marginal productivity of capital. These concepts are usuall 
ased on a caeleris paribus assumption regarding the quantity of ot 
factors and the state of technique. It should be emphasized that the us 
of o does not imply in the least that labor, natural resources and tech. 
nology remain fixed. It would be more correct therefore to say that ¢ 
indicates the increase in productive capacity which accompanies rather 

than which is caused by each dollar invested. 

3. For our purposes, the most important property of @ is its potentia 
character. It deals not with an increase in national income but with that 
of the productive potential of the economy. A high @ indicates that t 
economy 7s capable of increasing its output relatively fast. But whet! 
this increased capacity will actually result in greater output or greater 
mployment, depends on the behavior of money income. 
lhe expression Ja is the supply side of our system; it is the increas 
which the economy can produce. On the demand side we 
the multiplier theory, too familiar to need any elaboration, except 
the emphasis on the obvious but often forgotten fact that, with 
given marginal propensity to save, to be indicated by a, an increase ir 

tional income is not a function of investment, but of the increm 
in investment. If investment today, however large, is equal to that 
yesterday, national income of today will be just equal and not any larger 
than that of yesterday. All this is obvious, and is stressed here to under 
of symmetry between the effects of investment on prod 


une 


line the lack 
tive capacity and on national income. 

Let investment increase at an absolute annual rate of AT (e.g., by ty 
, and let the corresponding absolute annual increas 


billi 1 per year 
income be indicated by AY. We have then 
1 
AY =Al 
a 
where is of course the multiplier. 


Let us now assume that the economy is in a position of a full emplo) 
nt equilibrium, so that its national income equals its productive 


pacity.'® To retain this position, income and capacity should increas 


see note / 


| 

te 
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typ rate. The annual increase in potential capacity equals Jo. 
vith ncrease in actual income is expressed by AJ(1/a). Our objec- 
wend ike them equal. This gives us the fundamental equation 
1 
Al = Ic. 
as t this equation, we multiply both sides by a and divide by J, 
— Al 
he ust = ac. 
te 
de of expression (3) is the absolute annual increase (or the 
rat of growth) in investment—A/—divided by the volume of 
itself; or in other words, it is the relative increase in invest- 
_ annual percentage rate of growth of investment. Thus the 
. of full employment requires that investment grow at the 
a ntage rate ag. 
investment. Since the marginal propensity to save—a 
: be constant, an increase in income is a constant mul- 
rease in investment (see expression [1]). But in order 
ch a constant multiple of investment, income must also 
same annual percentage rate, that is at ag. 
arize, the maintenance of a continuous state of full employ- 
- s that investment and income grow at a constant annual per- 
ms mpound interest) rate equal to the product of the marginal 
- ‘ save and the average (to put it briefly) productivity of 
ys t can be made clearer by a numerical example. Let ¢ =25 
| ear, a=12 per cent, and Y =150 billions per year. If full 
12 
s to be maintained, an amount equal to 150 100 should 
sl his will raise productive capacity by the amount invested 
150X < —., and national income will have to rise by 
100 100 
ial amount. But the relative rise in income will equal the 
ase divided by the income itself, 7.e., 
der may be disturbed by the lack of clear distinction between increments 
here and elsewhere in the text. If some confusion exists, it is due to my at 
emp! these concepts in non-mathen atical form. Actual!) they all should be stated 
ot f growth (derivatives in respect to time). For a more serious treatment of 
ait is for a more complete statement of the logic of the paper, see my article 
increas t m, Rate of Growth, and Employment,” Econometrica, Vol. XIV (Apr., 
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12 25 
100 100 12 25 
itt — = — X — = ao = 3 per cent. 
150 100 100 


These results were obtained on the assumption that a, the marginal] 
propensity to save, and o, the average productivity of investment, r 


| main constant. The reader can see that this assumption is not neces. 
sary for the argument, and that the whole problem can be easily re- 
worked with variable a and o. Some remarks about a changing a are 
| made on pp. 48-49. 

| The expression (3) indicates (in a very simplified manner) conditions 


: needed for the maintenance of full employment over a period of time. It 
shows that it is not sufficient, in Keynesian terms, that savings of yester- 
day be invested today, or, as it is often expressed, that investment offset 
saving. Investment of today must always exceed savings of yesterday 
A mere absence of hoarding will not do. An injection of new money (or 
dishoarding) must take place every day. Moreover, this injection must 
proceed, in absolute terms, at an accelerated rate. The economy n 
continuously expand." 

Il. The Argument Re-examined 


The busy reader is urged to skip this section and proceed directl; 
Section III. The present section is really a long footnote which r 
examines the concepts and suggests some alternative approaches. Its 
purpose is, on the one hand, to indicate the essential limitations of th 
preceding discussion, and on the other, to offer a few suggestions which 
may be of interest to others working in this field. 

It was established in Section I that the maintenance of full employ- 
ment requires income and investment to grow at an annual compound 


j interest rate equal to ao. The meaning of this result will naturally de- 

pend on those of a and o. Unfortunately neither of them is devoid 

ambiguity. 

| The marginal propensity to save—a—is a relatively simple concept 
in a private economy where only a small part of resources is handled by 

the government. National income can be divided, without too much 

/ trouble, into investment and consumption, even though it is true that 

| the basis for this distinction is often purely formal.” But on the whole it 

‘ts After this paper was sent to the printer, I happened to stumble on an article by R. F 

: Harrod, published in 1939, which contained a number of ideas similar to those presented her 

See “An Essay in Dynamic Theory,” Econ. Jour., Vol. XLIX (Apr., 1939), pp. 14-33 

i '? Thanks are due to George Jaszi for his persistent efforts to enlighten me on this subject 


' The division of national] income into investment and consumption is really a more difficult task 
than my text might imply. 


| 

| 
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te reasonable to say that if marginal propensity to save is a, 
action of an increase in income is saved by the public and 
ncome-producing assets. 

. substantial part of the economy’s resources is disposed of by 


regina ent, two interpretations of the marginal propensity to save, 
; and investment in general, appear possible. The first is to 
nares viding the total output, whether produced by government 
ly rr ite business, into consumption and investment. This method 
. followed in this paper. But a question arises regarding the 
d stability of a. It makes sense to say that a person or the 

litions ve, in accordance with the size of their incomes, their habits, 
e.] etc., a certain, though not necessarily constant, fraction 

eat ent in their disposable (t.e., after income and social security 
ofise e, but can a similar statement be made regarding total 
orda ome, a good part of which is not placed at the disposal of 
ev (or Also it is not easy to divide government expenditures into 


and investment. 
method would limit a to disposable income only, and then 
government expenditures separately. It would be necessary 
out the effects of these expenditures on productive capacity. 
ition raises another problem. Since all terms are defined here 
tly t t sense, the meaning and magnitude of a will also depend on 
eciation, irrespective of the choice between the above two 
Depreciation has been defined here (see page 35) as the cost of 


luc- 


of a worn out asset by another one with an equal proc 
While this approach is about as bad or as good as any 
fficulty still remains that businesses ordinarily do not use 
n, and therefore arrive at a different estimate of their net 
ny \ h in turn determine their propensity to save. 
ive ready answers to these questions, though I do not con- 
surmountable. I am mentioning them here partly in order 
the limitations of the present argument, and also as obstacles 
ive to be overcome if a more exact analysis is undertaken. 
led by more apt to give rise to ambiguities. s, from which it springs, 
muct d, in one form or another, in economic literature before, 
e that n connection with the acceleration principle.” Here it indi- 
nual amount of income (net value added) which can be pro- 
i. dollar of newly created capital. It varies of course among 
stries, and also in space and time, though a study recently 


nce Paul A. Samuelson, “Interactions between the Multiplier Analysis and 

subject Acceleration,”’ Rev. Econ. Stat., Vol. XXI (May, 1939), pp. 75-79; also R. F. 

ult task le Cycle (Oxford, 1936). These authors, however, used not the ratio of income 
nsumption to capital, or rather the reciprocal of this ratio. 


| 
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made seems to indicate that it has been quite stable, at least in th 
United States and Great Britain, over the last 70 years or so." Whether 

has or has not been relatively stable is not essential for our discussio; 
The real question is whether such a concept has meaning, whether jt 
makes sense to say that a given economy or a plant has a certain « 
pacity. Traditional economic thinking would, I fear, be against such an 


a~ 


approach. Unfortunately, it is impossible to discuss this question her 
| believe that our actual experience during the last depression and t} 

war, as well as a number of empirical studies, show that productive ca 
pacity, both of a plant and of the whole economy is a meaningful cor 
cept, though this capacity, as well as the magnitude of s, should hk 
treated as a range rather than as a single number. 

In some problems s may be interpreted as the minimum annual out 
put per dollar invested which will make the investment worth under 
taking. If this output falls below s, the investor suffers a loss or at least 
a disappointment, and may be unwilling to replace the asset after 
has depreciated. 

All these doubts apply to o even more than to s. As explained 
pages 39-40, o differs from s by indicating the annual increment 
capacity of the whole economy per dollar invested, rather than that of th 
newly created capital taken by itself. The possible difference betwee: 
and a is due to the following reasons: 

1. The new plants are not operated to capacity because they ar 
able to find a market for their produc ts. 

2. Old plants reduce their output because their markets are captured 

new plan 

\s productive capacity has no meaning except in relation to « 


Lo. 


sumers’ preferences, in both of the above cases productive capacity 
the country is increased by a smaller amount than could be produ 
by the new plants; in the limiting case it is not increased at all, a 


0. however high s may be. But it must be made clear that the test 


vhether or not a is be 
assumed) of full employment. If markets are not large enough |! 
se of insufficiency of effective demand due to unemployment, 


ow s can be made only under conditions (actua 


cannot yet be concluded that a is below s. 
[he first two cases can take place irrespective of the volum 
rrent investment. A more important case arises when investment p! 
ceeds at such a rapid rate that a shortage of other factors relativ 
apital develops. New plants may be unable to get enough labor 
more likely, labor (and other factors) is transferred to new plants fr 
previously constructed ones, whose capacity therefore declines. In 
See Ernest H. Stern, “Capital Requirements in Progressive Economies,’ Econom 


\ XII (Aug., 1945), pp. 163-71 


| 
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in the anifestation, case 3 can hardly be separated from cases 1 
ause to the individual firm affected the difference between s 
ays takes the form of a cost-price disparity. The reason why 
her it re trying to separate the first two cases from the third lies in the 
in ¢ f this distinction on prac tical policy. The first two cases arise 
h ar error of judgment on the part of investors (past or present) 
her at least to some extent, unavoidable and not undesirable. The 
d thic for markets and the replacement of weaker (or older) firms and 
ve ca tries by stronger (or newer) ones is the essence of progress in a 
| om .pitalist society. The third case, on the other hand, may result from 
ld be fiscal policy. It constitutes an attempt to invest too much, to build 
ital than the economy can utilize even at fullemployment. Such 
1 out can develop if an economy with a high propensity to save 
nder to maintain full employment by investing all its savings into capital 
least But it should be made clear that the expressions “too much 
‘ter it tal” or ‘‘high propensity to save”’ are used in a relative sense—in 
with the growth of other factors, that is natural resources, 

e ind technology. 
nt ir of a certainly does not imply that these factors remain fixed. 
of t \s a matter of fact, it would be very interesting to explore the use of a 
ex function as the right side of expression (2) instead of Jo, a 
which the growth of labor, natural resources, and technology 
sented explicitly, rather than through their effects on o.” 
ttempt it because I wished to express the idea of growth in 
tur st possible manner. One must also remember that in the ap 
f mathematics to economic problems, diminishing returns 
ly, and that the construction of complex models requires so 


assumptions as to narrow down their applicability. 
t may be interesting to depart in another direction, namely 
e lags. In this paper both the multiplier effect and the in- 
e | ipacity are supposed to take place simultaneously and with- 
ictua ig. Actually, the multiplier may take some time to work itself 
h | rtainly the construction of a capital asset takes time. In a 
nt. it blem these lags are not likely to be of great importance, but 
ay an essential réle over the cycle. We shall return to this 
pages 50-51. 
t DI | t is possible to approach the problem of growth from a dif 
\ t of view. It was established here that the rate of growth 


a full employment equilibrium to be indicated by r is 


ilong these lines has been done by J. Tinbergen. See his “Zur Theorie der 
rtech iftsentwicklung’”’ ir the We Most rtechat hy Archit Vol L\ Mar 194? 
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(3) r= ad, 


so that if a and o are given, the rate of growth is determined. But the 
equation (5) can also be solved for @ in terms of r and oa, and for g jy 
terms of r and a. Thus if it is believed that r should be treated as given 
(for instance by technological progress), and if it is also decided to keep 
¢ at a certain level, perhaps not too far from s, then it is possible to de 
termine a=r/o, as being that marginal propensity to save which can by 
maintained without causing either inflation or unemployment. This ap- 
proach was actually used by Ernest Stern in his statistical study of 
capital requirements of the United Kingdom, the United States and the 
Union of South Africa.’® I also understand from Tibor de Scitovszky 
that he used the same approach in a study not yet published. . 

It is also possible to treat r and @ as given and then determine what 
a =r/a would have to be. Each approach has its own advantages and 
the choice depends of course on the nature of the problem in hand. Thy 
essential point to be noticed is the relationship between these thre: 
variables 7, a, and a, and the fact that if any two of them are given, th 
value of the third needed for the maintenance of full employment is 
determined; and if its actual value differs from the required one, infla- 
tion in some cases and unused capacity and unemployment in others wil 
develop. 


Ill. Zhe Dual Nature of the Invesiment Process 


We shall continue the discussion of growth by returning to expressio! 
(2) on page 41. 


which is fundamental to our whole analysis. As a matter of fact, th 
statement of the problem in this form (2) appears to me at least as im 
portant as its actual solution expressed in (3). To repeat, the left part 
of the equation shows the annual increment in national income and is 
the demand side; while the right part represents the annual increase 1 
productive capacity and is the supply side. Alternatively, the left part 
may be called the le.” 


‘ 


‘multiplier side,” and the right part the “c side. 

What is most important for our purposes is the fact that investment 
appears on both sides of the equation; that is, it has a dual effect: on the 
left side it generates income via the multiplier effect; and on the right 
side it increases productive capacity—the o effect. The explicit recog- 
nition of this dual character of investment could undoubtedly save much 
argument and confusion. Unless some special assumptions are ma le, 
the discussion of the effects of investment on profits, income, employ- 


16 Stern, Economica, n.s. Vol. XII, pp. 163-71. 


1 
Al = Ig, 
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annot be legitimately confined to one side only. For the 
income and the enlargement of productive capacity often 


trically opposed effects, and the outcome in each particular 


on the special circumstances involved.” 

expression (2) further, we notice that even though invest- 
nt on both its sides, it does not take the same form: for 
e we have the amount of investment as such; but on the 
le we have not the amount of investment but its annual 

its absolute rate of increase. 

t of investment (always in the net sense) may remain con- 
Ly go up or down, but so long as it remains positive (and 
rare case when o SO) productive capacity increases. But 

rise as well, it is not enough that just any amount be 
ncrease in income 1s not a function of the amount invested ; i 
i of the increment of investment. Thus the whole body of in- 

speak, increases productive capacity, but only its very 

ment—aincreases national income. 

ibly lies the explanation why inflations have been so rare 

y in peacetime, and why even in relatively prosperous 
tain degree of underemployment has usually been present. 
lificult enough to keep investment at some reasonably 
ir after year, but the requirement that it always be rising 

be met for any considerable length of time. 

stment and therefore income do not grow at the required 
apacity develops. Capital and labor become idle. It may 


irent why investment by increasing productive capacity 


ployment of labor. Indeed, as was argued on page 37, 
ilways be the case. Suppose national income remains con- 
ery slowly while new houses are being built. It is possible 
s will be rented out at the expense of older buildings and 
rents will be paid than before; or that the new houses will 
r partly vacant with the same result regarding the rents.”® 
ossible, and indeed very probable, that the complete or 
ion of the new buildings which are usually better than the 
quire the payment of larger rents, with the result that 


ticularly those connected with the labor movement, insist that such 
r and create unemployment. Their opponents are equally sure that 


or saving devices reduces costs and generates income, thus increasing 
cite ample empirical evidence to prove their contentions, and neither 


1 saving machinery on employment of labor is a good case in point. 


f them present an incomplete picture from which no definite conclu 


g that in both cases the construction of the new houses represents a 
s, at least to some extent. But a complete avoi lance of such misdire: 
ble and even undesirable. 


Ce 
1 
A 
Lin 
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less income will be left for the purchase of, say clothing; thus causing 
unemployment in the clothing trades. So the substitution of capita] fo; 
labor need not take the obvious form of labor-saving machinery; it may 
be equally effective in a more circuitous way. . 
The unemployment of men is considered harmful for obvious reason; 
But idle buildings and machinery, though not arousing our humapi- 
tarian instincts, can be harmful because their presence inhibits new jp. 
vestment. Why build a new factory when existing ones are working a 
half capacity? It is certainly not necessary to be dogmatic and asser 
that no plant or house should ever be allowed to stand idle, and that as 
soon as unused capacity develops the economy plunges into a depres. 
sion. There is no need, nor is it possible or desirable, to guarantee that 
every piece of capital ever constructed will be fully utilized until jt 
worn out. When population moves from Oklahoma to California, son 
buildings in Oklahoma will stand idle; or when plastics replace leather 
in women’s handbags, the leather industry may suffer. Such change: 
form the very life of a free dynamic society, and should not be inter. 
fered with. The point is that there be no vacant houses while prospectiv: 
tenants are present but cannot afford to live in them because they ar 
unemployed. And they are unemployed because income and investment 


do not grow sufficiently fast. 

The extent to which unused capacity, present or expected, inhibit 
new investment greatly depends on the structure of industry and th 
character of the economy in general. The more atomistic it is, th: 
stronger is competition, the more susceptible it is to territorial, tech 
logical and other changes, the smaller is the effect of unused capacity 
new investment. One firm may have an idle plant, while another in th: 
same industry builds a new one; steel may be depressed while plas 
are expanding. It is when an industry is more or less monopolized 
when several industries are financially connected, that unused capaci 
presents a particularly serious threat to new investment. 

Strictly speaking, our discussion so far, including equation (2), was 
based on the assumption that a remained constant. If @ varies withi 
the time period concerned, the relation between investment and incom 
becomes more involved. What the left side of the equation (2) requires 
is that income increase; and investment must grow only in so far as its 
growth is necessary for the growth of income. So if a declines sufficient! 
fast, a growing income can be achieved with a constant or even falling 
investment. But years of declining a have evidently been offset | 
others of rising a, because whatever information is available would ina 
cate that over the last seventy years or so prior to this war the perce! 
age of income saved was reasonably constant, possibly with a slight 


50 THE AMERICAN ECONOMIC REVIEW [MAR . 7 


1" DOMAR: EXPANSION AND EMPLOYMENT 49 


trend.!® Therefore, in the absence of direct government inter- 
ould seem better not to count too much on a falling a, at 
time being. 

, a high @ presents a serious danger to the maintenance of 
ent, because investment may fail to grow at the required 
r will be physically unable to do so without creating a sub- 
erence between s and oc. This difference indicates that large 
capital assets become unprofitable and their owners suffer 
least disappointments (see pages 44-45). Space does not 
develop this idea at greater length here.*® But it must be 
it what matters is not the magnitude of a taken by itself, 
to the growth of labor, natural resources, and technology. 
y with new resources, a rapidly growing population, and 
technology is able to digest, so to speak, a relatively large 
nce or at least a very slow growth of these factors makes a 
t serious obstacle to full employment.” But the problem 
ked not only by lowering a, but also by speeding up the 
ogical progress, the latter solution being much more to my 
st be remembered, however, that technological progress 
ble for the economy to grow, without guaranteeing that 

| be realized. 
capitalist society where a cannot be readily changed, a 


CaS 


of income and employment at any given time can be 
through increased investment. But investment, as an em- 
eating instrument, is a mixed blessing because of its o effect. 
finds itself in a serious dilemma: if sufficient investment 
ming today, unemployment will be here today. But if 
vested today, still more will be needed tomorrow. 
arkable characteristic of a capitalist economy that while, 
inemployment is a function of the difference between its 
and its productive capacity, most of the measures (7.e., 
lirected towards raising national income also enlarge pro- 
ty. It is very likely that the increase in national income 
than that of capacity, but the whole problem is that the 
ncome is temporary and presently peters out (the usual 
ct), while capacity has been increased for good. So that as 


National Product since 1869, National Bureau of Economic Research 
[1-89. I do not mean that we must always assume a constant a; rather that 
f to rely on a falling one 
nometrica, Vol. XIV, particularly pp. 142-45 
Hansen, Fiscal Policy and the Business Cycle (New York, 1941), particularly 
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far as unemployment is concerned, investment is at the same time , 
cure for the disease and the cause of even greater ills in the future ? 
IV. An Economic Excursion 

It may be worth while to browse through the works of several e 
omists of different schools of thought to see their treatment of th, 
and of the multiplier effects of investment. It is not suggested to mak, 
an exhaustive study, but just to present a few examples. 

Thus in Marshall’s Principles capital and investment are looked upg, 
as productive instruments (the o effect), with little being said ab 
monetary (that is, income or price) effects of investment.” The sam, 
attitude prevails in Fisher’s Nature of Capital and Income,” and I; 
sume in the great majority of writings not devoted to the business cy 
It is not that these writers were unaware of monetary effects of invest. 
ment (even though they did not have the multiplier concept as sv 
but such questions belonged to a different field, and the problem of ag- 
gregate demand was supposed to be taken care of by some variatio. 


Say’s Law. 

In the business cycle literature we often find exactly an opposite 
ation. The whole Wicksellian tradition treated economic fluctuat 
as a result of monetary effects of excessive investment. It is curious 
all this investment did not lead to increased output which would 
teract its inflationary tendencies. Indeed, as one reads Hayek’s Pric 

Production, one gets an impression that these investment proj 
never bear fruit and are, moreover, abandoned after the crisis. The ¢ 
effect is entirely absent, or at least appears with such a long lag as | 
make it inoperative. Prosperity comes to an end because the banking 
system refuses to support inflation any longer.” 

o fares better in the hands of Aftalion. His theory of the cj 

That income generating effects of investment are temporary and that new and 
amounts must be spent to maintain full employment, has been mentioned in econon 
popular literature a number of times. Particular use has been made of this fact by oppo 
of the so-called deficit financing, who treat government expenditures as a “shot in thea 
which must be administered at an ever increasing dose. What they fail to realize is that exact 
the same holds true for private investment. 


Marshall was very careful, however, to distinguish between the substitution ¢ 
lar piece of machinery for partic ular labor, and the replacement of labor by capital in get 
The latter he regarded impossible, because the construction of capital creates pi 
labor, essentially a sort of a multiplier effect. See Principles of Economics, 8th ed. (Lor 
1936), p. 523 

‘Irving Fisher, The Nature of Capital and Income (New York, 1919). 

Friedrich A. ok Prices and Production (London, 1931). I don’t mean to say 
fessor Hayek is not aware that capital is productive; rather that he did not make use ott 
fact in his theory of the business cycle. See, however, his “The ‘Paradox’ of Saving 
nomica, Vol. XI (May, 1931), pp. 125-69. 

* Albert Aftalion, ‘“The Theory of Economic Cycles Based on the Capitalistic T 


that 
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n, what I would call, a time lag between the multiplier and 

cts. Prosperity is started by income generated by investment 

oods (the multiplier effect), while no increase in productive 

is taken place as yet. As investment projects are completed, 

g increase in productive capacity (the o effect) pours goods 

ket and brings prosperity to an end. 

approach is used by Michal Kalecki. The essence of his 

the business cycle consists in making profit expectations, and 

nvestment, a function (with appropriate lags) of the relation 

itional income and the stock of capital. During the recovery, 

t and income rise, while the accumulation of capital lags be- 

tly, however, due to the structure of the model, the rise of 

ps while capital continues to accumulate. This precipitates 

does not allow us to analyze the works of a number of other 

the subject, among whom Foster and Catchings should be 

recognition for what is so clumsy and yet so keen an insight.”® 

omitting the whole Marxist literature, in which capital ac- 

n plays such an important réle, because that would require a 

study. The few remaining pages of this section will be devoted 
H and Keynes. 

writings contain so many interesting ideas that it is a great 

‘t read more often.”* Anti-Keynesians probably like him not 

than they do Keynes, while Keynesians are apt to regard 

eral Theory as the quintessence of all that was worth while in 

fore 1936, and may not bother to read earlier writings. I 

it Keynes’s own treatment of Hobson, in spite of his generous 

f the latter’s works, may have substantiated this impres- 


Econ. Stat., Vol. TX (Oct., 1927), pp. 165-70. This short article contains a 
theory. 
ki, Essays in the Theory of Economic Fluctuations (New York, 1939). See 
ust essay “‘A Theory of the Business Cycle,” pp. 116-49. What Mr. Kalecki’s 
i general sense is that accumulation of capital cannot proceed for any length 
ess economy (#.e.,an economy with a secularly constant income). His other 
on the specific assumptions he makes. 
Foster and Waddill Catchins, Profits (Boston and New York, 1925) This 
mportant of their several published works. It is interesting to note that they 
mclusion that “...as long as capital facilities are created at a sufficient 
e no deficiency of consumer income. To serve that purpose, however, facilities 
at a constantly accelerating rate” (p. 413). This they regarded quite im- 


larly referring to his Economics of Unemployment (London, 1922) and 
nd Unemployment (New York, 1930). 
ral Theory, pp. 364-71, 
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Even though both Keynes and Hobson were students of unemplo) 
ment, they actually addressed themselves to two different problems 
Keynes analyzed what happens when savings (of the preceding period 
are not invested. The answer was—unemployment, but the statement 


| of the problem in this form might easily give the erroneous impressior 
that if savings were invested, full employment would be assured. Hol 
/ son, on the other hand, went a step further and stated the problem j 
this form: suppose savings are invested. Will the new plants be able 
| dispose of their products? Such a statement of the problem was not at 
| all, as Keynes thought, a mistake.*' It was a statement of a different, and 
possibly also a deeper problem. 

i Hobson was fully armed with the o effect of investment, and he say 
| that it could be answered only by growth. His weakness lay in a p 

| perception of the multiplier effect and his analysis lacked rigor in ge: 
| eral. He gave a demonstration rather than a proof. But the problem t 
which he addressed himself is just as alive today as it was fifty a 


twenty years ago.** 
| This discussion, as I suspect almost any other, would be obvious) 
. incomplete without some mention of Keynes’s treatment of the o and 
the multiplier effects. Keynes’s approach is very curious: as a matter o/ 
fact, he has two: the familiar short-run analysis, and another one whic! 
may be called a long-run one.* 

Keynes’s short-run system (later expressed so admiringly by Oscar 
Lange **) is based on “‘ . . . given the existing skill and quantity of avai 
able labor, the existing quality and quantity of available equipment, th 
existing technique, the degree of competition, the tastes and habits 
the consumer...’ Productive capacity thus being given, emplo) 
ment becomes a function of national income, expressed, to be sure, 1 
money terms but in ‘‘wage units.’’ A wage unit, the remuneration for 
‘‘an hour’s employment of ordinary labor” (page 41), is of course a per 
fect fiction, but some such device must be used to translate real values 
into monetary and vice versa, and one is about as good or as bad as 
another. The important point for our purposes is the assumption tha 
the amount of equipment (7.e., capital) in existence is given. 


pp 367-68 


Contrary to popular impression, Hobson does not advocate a maximum reductior 


propensity to save. What he wants is to reduce it to a magnitude commensurable with 1 


quirements for capital arising from technological progress—an interesting and reasonable ices 
Chis whole discussion is based on The General Theory and not on Keynes’s earlier writings 
‘Oscar Lange, “The Role of Interest and the Optimum Propensity to Consume,” / 
nomica, n.s. Vol. V (Feb., 1938), pp. 12-32. This otherwise excellent paper has a basic de! 
\ the assumption that investment is a function of consumption rather than of the rate ol 
{ sumption 


The General Theory, p. 245. See also pp. 24 and 28. 


= | 
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employ Now, the heart of Keynesian economics is the argument that employ- 
‘Oblems sent depends on income, which in turn is determined by the current 
period me of investment (and the propensity to save). But investment (in 
atemer ' t sense) is nothing else but the rate of change of capital. Is it legiti- 
Dressior it n first to assume the quantity of capital as given, and then base 
d. Hol ‘he argument on its rate of change? If the quantity of capital changes, 
blem j: in a typical case) productive capacity, and if the latter changes 
able + can be hardly said that employment is solely determined by the size 
5 not at national income, expressed in wage units or otherwise. Or putting it 
ont, and the language of this paper, is it safe and proper to analyze the relation 


nvestment and employment without taking into account the 


| & poor lhe answer depends on the nature of the problem in hand. In this 
in ger irticular case, Keynes could present two reasons for his disregard of 
blem t theo effect. He could assume that the latter operates with at least a one 
ity ar | lag, the period being understood here as the whole time span cov- 
| by the discussion.** Or he could argue that over a typical year the 
Vious t addition (7.e., net investment) to the stock of capital of a society, 
rand is England or the United States, will hardly exceed some 3 or 5 per 
atter nt; since this increment is small when compared with changes in in- 
e whi t can be disregarded.*’ 
xplanations are entirely reasonable provided of course that the 
Oscar der consideration is not too long. A five-year lag for the o 
f ava t ld be difficult to defend, and an increase in the capital stock 
ont, t e 15 or 20 per cent can hardly be disregarded. I am not aware that 
bits K lid present either of these explanations; but there is just so 
mp e can do in four hundred pages at any one time. 
Ire, not [t would be perfectly absurd to say that Keynes was not aware of the 
Lon for tive qualities of capital. In the long run he laid great stress on it, 
 @ pe! too great. All through the General Theory we find grave concern 
values rf inishing marginal efficiency of capital due, in the long run, to 
bad as t reasing quantity.*® There is so much of this kind of argument as 
mn tha to leave the reader puzzled in the end. We are told that marginal effi- 


capital depends on its scarcity. Well and good. But scarcity 
» what? It could become less scarce relative to other factors, 
is labor, so that the marginal productivity of capital in the real 
wit , essentially our a) declined. But then on page 213 we read: 
ble i li capital becomes less scarce, the excess yield will diminish, without 
writings ts having become less productive—at least in the physical sense.”’ 
s not quite safe unless some provision for investment projects started in pre 
ind finished during the present period is made 
| assumption is specifically made by Professor Pigou in his Employment and 
London, 1941), pp. 33-34. 
tance pp. 31, 105-106, 217, 219, 220-21, 324, and 375 


far 
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Why then does the marginal efficiency of capital fall? Evidently be. 
cause capital becomes less scarce relative to income.*® But why cannot 
income grow more rapidly if labor is not the limiting factor? Could it be 
only a matter of poor fiscal policy which failed to achieve a faster grow. 
ing income? After all we have in investment an income generating jp. 
strument; if investment grows more rapidly, so does income. This j; 


| the multiplier effect of investment on which so much of the Genera] ’ 
Theory is built. 

| I don’t have the answer. Is it possible that, while Keynes disregarded 

the o effect in the short-run analysis, he somehow omitted the multiplier 
effect from the long-run? 


V. Concluding Remarks 


and of the Soviet Union would be much impressed with the emphasis 
placed on investment and technological progress in both countries. He 
would happily conclude that the differences between the economic prob- 
lems of a relatively undeveloped socialist economy and a highly de- 


| 

| 

| A traveller who sat in the economic councils of the United States 


. veloped capitalist economy are really not as great as they are often 
made to appear. Both countries want investment and technological 
progress. But if he continued to listen to the debates, he would presently 


are wanted in order to enlarge the country’s productive capacity. They 
are wanted essentially as labor-saving devices which would allow a given 
task to be performed with less labor, thus releasing men for other tasks 
In short, they are wanted for their o effects. 

In the United States, on the other hand, little is said about enlarging 
productive capacity. Technological progress is wanted as the creator 
of investment opportunities, and investment is wanted because it gen- 
erates income and creates employment. It is wanted for its multiplier 
effect. 

Both views are correct and both are incomplete. The multiplier is not 
just another capitalist invention. It can live in a socialist state just as 
well and it has been responsible for the inflationary pressure which has 
| plagued the Soviet economy all these years, since the first five-year 
plan. And similarly, ¢ is just as much at home in one country as in an- 
other, and its effect—the enlarged productive capacity brought about 
by accumulation of capital—has undoubtedly had much to do with our 
peacetime unemployment. 

But what is the solution? Shall we reduce ¢ to zero and also abolish 
technological progress thus escaping from unemployment into th 


begin to wonder. For in the Soviet Union investment and technology 


. 


** There is a third possibility namely that income is redistributed against the capitaust 
but Keynes makes no use of it. 


| 
| 
| 
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of a stationary state? This would indeed be a defeatist so- 
is largely due to technology and savings that humanity has 
remarkable advance of the last two hundred years, and now 


r technological future seems so bright, there is less reason to 


than ever before. 
ible that a has been or will be too high as compared with the 
our labor force, the utilization of new resources, and the de- 


t of technology. Unfortunately, we have hardly any empirical 


ve or disprove this supposition. The fact that private invest- 
ot absorb available savings in the past does not prove that 


| not be utilized in other ways (e.g., by government), or even 


rivate business invested them these investments would have 
fitable; the investing process itself might have created suffi- 
e to justify the investments. What is needed is a study of 


tudes of s, of the difference between s and o which can develop 


ch harm and then of the value of a which the economy can 


ts full employment rate of growth. 
the resulting magnitude of a is found to be considerably below 
ng one, a reduction of a is only one of the two solutions, the 


p of technological progress being the other. But it must be 
| that neither technology, nor of course saving, guarantee a 
e. What they do is to place in our hands the power and the 

chieving a growing income. And just as, depending upon the 

f it, any power can become a blessing or a curse, so can saving 

logical progress, depending on our economic policies, result 
n and unemployment or in an ever expanding economy. 
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THE SOCIAL AND ECONOMIC DETERMINANTS OF 
THE DISTRIBUTION OF INCOME IN THE 
UNITED STATES’ 


By Morris A. CoPELAND* 


{ 
| As I understand this subject, it refers to what is technically called th, 
. size distribution of income, 7.e., the differences in size of income among 
i the different segments of a population—What are the social and e 
| CHART 1 
| THe DISTRIBUTION OF INCOME PAID OUT TO 
i U.S. FAMILIES AND SINGLE Persons, 1935-36 
| 
| 
3.6.53 
BILLIONS 

In all 39.5 million U.S. families and single persons received $58.4 billions 


. Income was less than $780 per recipient for the poorest third, more tha 
$2,600 for the most opulent tenth. See notes on Table I. 

nomic determinants of income size distribution? Our knowledge of thes 
determinants is seriously limited today because we have only begun t 
collect the facts of income size distribution. About the related sub} 
of wealth size distribution we know very little indeed. 

The most complete picture of income size distribution in the Unit 

States now available is for 1935-36. For our present purpose it is per- 


* The author is a member of the research staff of the National Bureau of Economic Resear 
This is a slightly modified version of a paper presented at the Conference on the Evo 
of Social Institutions in America held as a part of the Princeton University Bicentennia 


ELAND: DETERMINANTS OF DISTRIBUTION OF 


INCOMI 


' nate that this year came during a period of prolonged, wide- 
O} nployment, but without the Works Projects Administration 
t have had the picture at all. The National Resources Com 

ped this picture out of data collected and tabulated by 
jects conducted by three federal agencies. The broad facts? 
summarized in Chart 1. 


is of the three segments in the core of the pie represent three 


ncome recipients—the upper tenth, the poorest third, and 


TABLE I—Si1zeE DistTRIBUTION OF INCOME Parp OvuT® 
Received by U. S. Families and Single Persons, 1935-36 


t opulent tenth 


$2 ,600 and over 1 
lle classes $780 to $2,600 31.340 
t third Under $780 5 


570 
ut $58 .360 
S gle persons 


eports 


Consumer Incomes, pp. 65 and 95; Cor 


Expenditures | 51 

es distributive shares paid out to consumer units (families and individuals 

lities, alimony and income from estates and trusts. Income excludes 

e income range is stated in terms of income including relief, and consumer 

income classes on this basis. The institutional population, including the 
excluded. 


per cent; the areas of the segments of the outer rim repre 

es these three classes receive. The background grid lines 

it angular intervals of 10 per cent. We have no well estab- 

tive to designate those in the upper-income brackets. Taking 
Adam Smith I propose to use the adjective ‘‘opulent 

that the most opulent 10 per cent of United States fami 

e persons received $21.5 billions; that was 37 per cent of 

ut in 1935-36. The poorest third received 10 per cent. The 

10 per cent included families and individuals with incomes 

00, the poorest third those with incomes of less than $780 


ribution was decidedly unequal in 1935-36. R 


Rough esti- 

41, 1942, and 1945 show an appreciable decrease in the per- 
ome going to the most opulent 10 per cent, but only a 
lions was really concerned with nationa € ¢ tha it i] 


amons 
nd 
R In me 
ncome Nange 
in Millions 
rr 
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slight increase in the percentage received by the poorest third.‘ Incomes 
of course, were higher for all three groups. 

There are technical difficulties with the measurements in Chart { and 
with other measurements I shall use, which I shall not attempt to » 
into. I do not think the technical difficulties I am failing to ment 
involve serious distortions. 

Unhappily we cannot show percentages for the United States for a: 
long ago as 1900 comparable to those in Chart 1. We can, however 
determine for each year since 1918 what percentage of income the mos 
opulent 5 per cent of the population received. Income tax returns mak 
such determinations possible. But the determinations are not too r 
vealing. Apart from recent war years, no trend in the proportion 
income received by the most opulent 5 per cent is discernible; the shar 
of this group fluctuates around 25 per cent of total income paid out. I 


stable.’ In fact, income distribution was presumed to be highly stab| 
before we had such measurements as those to which I have referred. 

A half century ago, the pattern of income size distribution was 
thought by many economists to be a corollary of the marginal produ 
tivity theory—a theory that the distributive shares of income going t 
each individual are determined by the contribution to the total output 
of our economy imputed to each individual through market price ad 
justments. The stability of the pattern of size distribution was regarded 
as favoring this productivity theory, and it was felt that the incom 
pattern could not very well be altered without lessening the efficienc 
of our economic system. 

As we proceed, I think we shall find need to modify this view. 

There are different “‘size distributions” of income. I shall consider tw 
main types: the distribution of “‘income-paid-out-to-individuals” a 
the distribution of “disposable income.” ‘“Income-paid-out-to-ind- 
viduals” refers broadly to the so-called primary distribution of incom 
As usually conceived, it includes payrolls, interest and dividends, the 
profits of unincorporated businesses, and net incomes from rents. These 
income items are designated “distributive shares.’”’ Alternatively, they 
have often been thought of as incentive payments to individuals for 
their labor and the use of their property in connection with production. 
The income percentages shown in Chart 1 refer to the primary distribu- 
tion of income paid out. 

“Disposable income” takes account not only of the primary distribu: 

‘See Civilian Spending and Saving 1941 and 1942 (O.P.A., March 1943); and Nations 
Survey of Liquid Asset Holdings, Spending and Saving (U. S. Dept. Agric., Bur. Agric. Ecor 
June, 1946); also, Federal Reserve Bulletin 1946, pp. 844 et seg. The statement is based in part 
on unpublished tables which facilitate comparison of the measures for the four years 


Cimon 


5’ This statement is based on preliminary figures in an unpublished manuscript by 
Kuznets. Earlier computations show stability also, but for a shorter period. 
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| 
would appear that the pattern of income size distribution is hig 
| 
| 
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atin e through incentive payments related to production, but 
nal taxes paid and of various other transfer payments or 
rt 1 ; of income. 
ot to o st tried what may be called the approach of intertemporal 
emits connection with the primary distribution of income paid 
a good deal of stability over the past twenty-five years. 
s for nsider what can be learned from interspatial comparisons. 
owe 
he CHART 2 
nS ION OF INCOME IN COMMUNITIES OF VARIOUS SIZES 
Lor RECEIVED BY U.S. Famities In 1935-36 
rti 
CITLES (100,000 to 1,500,000) Ill METROPOLISES (over 1,500,000) 
erred 
Juiicions 
C aul 
“84 families In all 5,580 families In all 3,300,000 fami- 
a otal of received a total of lies received a total of 
hh ns. See $10,970 millions. See $8,030 millions. See 
e Il. notes on Table II. notes on Table II. 
der nical difficulties in inter-country comparisons I shall con- 
Is’ data for the United States. Recent computations make it 
to sent approximately comparable measures of size distribu- 
co rroups of urban communities in 1935-36.® 
S vs that the percentage of income going to the poorest 
ightly as the size of the community increases; so does 
ly, U going to the middle classes. On the other hand, the per- 
uals to the most opulent tenth increases. The three pies por- 
luc e patterns in the same way as in Chart 1. It is important 
is it the average income per family increases’ with the size 
ity, thus: towns $1,540, cities $1,960, metropolises $2,440. 
; to be no reason to assume a causal connection between 
| Nat | average income and the increase in income inequality. 
% e figures on which this table is based are preliminary unpublished 
m National Resources Committee data. They are shown here through 
Hildegarde Kneeland. 
tially offset by increased living costs. 
i 1047 COPELAND! DETERMINANTS OF DISTRIBUTION OF INCOME 61 


iMARCr 


4 
> 


60 THE AMERICAN ECONOMIC REVIEW [MARCH 


In Chart 2 there appears to be a definite relationship between jp. 
equality and size of community—inequality increases as the size of the 
community increases. But when we try to determine whether incom, 
more or less unequally distributed in rural communities than in towns 
we encounter technical difficulties.’ Because of these difficulties, we ca; 
not say with confidence whether or not rural communities conforp 


OF INCOMES IN COMMUNITIES OF VARIOUS 
Received by U.S. Families, 1935-36) 


Aggregate Income in Millions 


Classes a Cities 
__ Towns (100,000 to Metro 
2,500 to 100,000 1.500.000) (over 1,500.00 
Rece ived by most opuler t ter th $ 4,076 $ 4.076 $3.4 4 
Re eived by middle ( lasses 6,898 5,673 3 710 
Received by poorest third 1,483 1,222 22 
Total income $12,457 $10,971 $8 026 
No. of families 8 079,000 5,579,000 3.295 000 


Source: Preliminary figures based on N.R.C. reports and worksheets. Estimates by « 
of Miss Hildegarde Kneeland 

* Income includes imputed rents. It also includes direct relief, annuities, alimony 
from estates and trusts, and small gifts. Income received by single individuals and the 
tional population is excluded 


the rule that income inequality decreases as the size of the commur 
decreases. While these technical difficulties are present in the compa 
sons shown in Chart 2, they are of relatively slight importance. We cai 
I think, safely say that in 1935-36, so far as urban communities ar 
cerned, income inequality increases significantly as the size of the « 
munity increases. 
Does this mean that communities that differ in size tend to differ 
pay-rate-and-price structure in such a way that size of community 
be regarded as a determinant of the pattern of income size distribution: 
Are the facts now available in general favorable to such an hypothesis: 
One cannot answer this question objectively without consid ring alter 
\ substantial part of farm income does not pass through the market. Should we 
the value of farm produced food consumed on the home farm as income? the rental v 


farm houses? The answer to these questions makes a big difference. The poorest third of 

families received 11.8 per cent of the income of all farm families in the 1935-36 sar 

the usual valuations of such imputed income are counted. If the computation is ¢ 


strictly to money income, their share falls to 7} per cent. But there is a further diffi 


rural dollar is not the same as an urban dollar; it is quite possible that differences i1 
costs are wider for poorer than for more opulent families. But how much to allow for such 4 
ferences in living costs is hard to determine. 


| 
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‘theses. In an earlier version of this paper I attempted such 
tion. To economize time this afternoon I shall be dogmatic. I 
important part, but by no means all, of the relation be- 
e inequality and size of city may be explained away on the 
ilternative hypotheses which are consistent with what we know 
However, our present stock of pertinent facts is a very scanty 
even be wrong in assuming that the 1935-36 relationship 
ipproximately in other years. 

But let us assume for the moment that the price-and-pay-rate struc- 
ommunity varies with its size in such a way as to involve 
income size distribution. If this hypothesis is correct, it 
revised interpretation of the absence of trend, for the United 
States as a whole, in the pattern of size distribution over the past 
vears. A possible interpretation on this basis is as follows— 
there has been a trend toward decreasing income inequality 
nities of any given size, and second, that there has been an 
rease in the proportion of our population living in com- 
ere the price-and-pay-rate structure is such that income 
is relatively great. This amounts to saying that the move- 
ilation into metropolitan communities has been a factor 
ncreased inequality of incomes, and that without this popu- 
nt the inequality of incomes would have decreased during 
odd years. Our information on this point is scanty; but 

[ think it is on the whole favorable to this view. 

e paid out consists of various distributive shares—pay- 
porated business profits, net income from property rentals, 
nd dividends. It also includes imputed income, particularly 

ed food consumed at home and the rental value of owner 
ings.” Recent computations make it possible to present 
stribution patterns for these four types of income. These 
hown in Chart 3.'° 
M smiss imputed income, Pie IV with one brief comment. 
arge a number of farm families are included in the poorest 
amilies, a relatively large proportion—about a quarter-—of 
income is received by the poorest third. This means that 
ne is important as a complicating factor, both in making 
L between urban and rural communities, and in making com- 
the whole country for different years. If we are uncertain 
is any real overall trend in the percentage of income paid 


es these two items are to be regarded as parts of the distributive shares, 
1 profits respectively. 


i are preliminary and are shown here by courtesy of Miss Kneeland. See 
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CHART 3 


INCOME Parp In 1935-36 
DISTRIBUTIONS OF VARIOUS DISTRIBUTIVE SHARES 
(Among 30,210,000 U.S. Families) 


I PAYROLLS 


UNINCORPORATED BUSINESS prop Pts 


MIDDLE 
“CLASSES 
“RECEIVED 4 POOREST: 
THIRD 
‘RECEIVED. 


POOREST 
RECEIVED 


Total payrolls amounted to $31,800 Total unincorporated business prof. 
millions. its amounted to $8,130 millions 
III INVESTMENT INCOME 


IV IMPUTED INCOME 


CLASSES: 
RECEIVED: 


MIDDLE 
CLASSES 
RECEIVED 


POOREST 
THIRD 
RECEIVED. 


Total investment income amounted Total imputed income 
to $7,790 millions. $5,640 millions 


See notes on Table III. 


Mi NS MILLION MILLION 
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nost opulent 5 per cent of income recipients during the past 

years, and if we cannot say whether income is less unequally 
jstributed in rural communities than in towns, it is in part because of 
ties connected with the proper valuation of imputed income. 

ind profits are forms of income paid out which it is easy to re- 

ntive payments, rewards paid for economic activity on the 


OF INCOME PAID OuT IN THE UNITED STATES 
(Received by U.S. Families* 1935-36) 

Aggregate Income in Millions 


| a | @ | ® | @® |. ® 


es Unincor- | | Total In- 
| porated (Investment) Imputed | come Paid 
| Payrolls | Business | Income | Income | Out to 
Profits | Families> 
st opulent tenth | $ 9,306 | $3,553 $5,114 | $1,028 | $19,001 
idle classes | 19,255 3,720 | 2,227 | 3,213 | 248 
est third | 3,252 | 857 | 453 1,402 5,964 ! 
paid out | $31,813 | $8,130 | $7,794 $5 ,643 $53 , 380 


S nary figures based on N.R.C. reports and worksheets. Estimates by courtesy 
sarde Kneeland. 
imilies: 30,210,000. 
| out to single individuals, to the institutional population, and to estates and 
led. The income basis used in assigning families to income classes in the case of 
and (3) excludes imputed income. For all columns the income assignment 
lief, small gifts, annuities, alimony, and income from fiduciaries. 


cipients. Both are somewhat unequally distributed. Forty- 
t of unincorporated business profits and 29 per cent of pay- 

t to the most opulent 10 per cent in 1935-36. 
case of profits, separate figures for separate industries would 
reveal much more extreme inequalities. We know that the 
nt 10 per cent received only 18 per cent of farm profits and 
half the profits from other industries. We also know that in 
1939 somewhat higher average profits were reported on tax returns by 
t yers and security dealers than by most other industry 


(he pattern of payroll size distribution reflects the wage and salary 
our economy and the pattern of noncorporate profit size 
flects what we may call the wage-of-business-management 
reconomy. The economy pays different rates for different 


What the determinants of these differential rates of pay? Broadly 
hat the wage-and-salary structure for a single business 
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enterprise roughly reflects the relative importance of jobs from the poin 
of view of that enterprise; that in a general way the more important jo} 
tends to receive the higher rate of pay. Broadly, too, it is true that th 
choices of consumers and other buyers are expressed in terms of marke: 
demand, and that business enterprises receive and then in turn pay oy 
| as payrolls and other distributive shares, funds which are roughly pro. 
| portional to the market demands for their several contributions to na. 
tional output. These relationships have a tendency to make the wage. 
and-salary structure and the noncorporate-profit structure of our ecop. 
omy such that the higher rate of pay will go to the job that is more im. 
portant from the point of view of national output. 

In this statement, the word tendency should be underscored. Fey, j 
any, economists would fail to recognize that the tendency for higher pa 
to go to the socially more important job is by no means fully realized 
What factors, other than this tendency, help to determine our national 
wage-and-salary structure? This question is so broad that I must confine 
myself to a few selected comments. 

1. I have cited economic relationships which involve a tendency for 
differences in buyer demand to translate themselves through differences 
in employer demand into a scheme of incentive pay differentials 
workers. This tendency, so far as it is operative, is sufficient to explain 
the fact of inequality in distribution of payrolls and noncorporate profits 
It is not sufficient alone to explain the degrees of inequality shown i 
the two upper pies of Chart 3. Among other factors that must be taken 
into account is the nature of the market for various classes of labor. Th 
force of custom is strong in the case of many wage and salary rates 
Further, there is an element of monopoly both in the labor bargains 
driven by trade unions and in those driven by high corporate executives 
and there is an element of monopsony in most labor bargains. Becaus 
of these considerations, there is no easy answer to the question whether 
a wider or a narrower spread in pay differentials would improve 
scheme of pecuniary incentives to workers. But I think we need to cai 
cern ourselves with this question. 

2. The histories of great fortunes abound in illustrations of the propo- 
sition that in the past our scheme of pay differentials has included som 
high rewards for activities that contributed little or nothing to our 
national output—for financial manipulations, for business acquired 
through freezing out competitors by unfair competition, even for bus 
ness objectives that could be gained by bribing public officials. Mu 
has been accomplished during the past half century toward closing su 
uneconomic avenues to opulence. But I do not think the job is finishec 
It is still possible to make money by guessing the cyclical turns of th 
stock market, by finding loopholes in the law, and by uneconomic me 
nopolistic restriction of output. 
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CHART 4 


PERCENTAGES OF PAYROLL AND INVESTMENT INCOME PAID OvrT 
ro THE Most OPpuULENT 1 Cent or ALL USS. 
RECIPIENTS, 1918—42 


Cent Per Cent 


Investment Income 


35 


g 


25 


4 


Payroll Income 


| 

| 

| 

1920 1925 1930 1935 1940 


: Based on Adolph Goldenthal, T.N.E.C. Monograph No. 4. 1932 
ligures are interpolations based on unpublished computations by 
Kuznets. Figures for 1938 through 1942 were computed directly from 


ta and national income estimates by the author. 
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3. The tendency of buyer demand differences to be translated into 
worker pay differentials is limited by the importance of public employ- 
ment. In 1939, to take a pre-war year, public payrolls amounted to al- 
most 15 per cent of the national total. Government and private em- 
ployers do not necessarily pay equal rates for comparable work. In the 
lower brackets on the whole, the federal government pays higher rates 
today than private employers. In the upper brackets the reverse appears 
to be the case; thus many private business executives get more than the 
President. 

Nor is this all. The payrolls, the distribution of which is shown in 
Chart 3, include work relief earnings. Without this pay, the distribution 
of payrolls would have been materially more unequal. Again the profit 
distribution shown includes, in the case of farmers, farm benefits. With- 
out these benefits, the profit inequality shown would have been materi- 
ally greater. 

4. Payroll inequality varies substantially from year to year. On Chart 
4 the lower curve shows variations in the percentage of total payroll 
going to the most opulent 1 per cent of income recipients. Year-to-year 
variations in this percentage are clearly related to the volume of unem- 
ployment. 

I think we are warranted in inferring from this showing for the most 
opulent 1 per cent that the percentage of payroll income going to the 
poorest third varies inversely—and varies somewhat more markedly 
with the volume of unemployment. In other words, the degree of income 
inequality shown in Pie I of Chart 3 reflects not only the fact that dif- 
ferent jobs receive different rates of pay, but also the fact that in 1935 
36 there were perhaps 10 million potential workers—something like 20 
per cent of our total labor force—who were left out of our scheme of job 
incentive payments entirely. 

From the point of view of an effective scheme of job incentive pay- 
ments, this aspect of income inequality has two important consequences. 
There is the obvious consequence that our national product is less than 
it would be with a larger effective demand for labor, whenever unem- 
ployment exceeds a minimum which I shall not try here to fix precise] 
—say 5 per cent of the labor force. There is also the consequence that 
the prospect of possible declines in the total volume of incentive pay 
ments induces a concern on the part both of employees and of manage 
ment, a concern which results in a great variety of uneconomic practices 
designed to restrict productivity and to “make the work go around.” 

If inequality of income distribution is substantial in the case of pay- 
roll and noncorporate profit income, it is even greater in the case o! 
investment income, see Chart 3, Pie III. Nearly two-thirds of interest, 


dividends and net income from property rentals taken together went to 
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nost opulent 10 per cent in 1935-36. Broadly we may say that so 
is investment income affects the distribution of total income paid 
he determinants of that income distribution may be grouped under 
eads (a) factors determining the level of investment income, and 
rs determining the distribution of the ownership of investments. 
two headings suggest lines of inquiry far too wide for us to com- 
is afternoon. Here again I shall arbitrarily limit consideration of 
determinants of income distribution to a few brief comments. 
he inequality of distribution in the case of ownership of invest- 
is considerably greater than in the case of the ownership of other 
f wealth such as homes, autos, etc. Moreover, the inequality of 
tion of ownership is greater in the case of some types of invest- 
han of others. It is convenient to cite figures for the most opulent 
nt rather than the most opulent 10 per cent of families. 
1935-36, they received about one-fourth of the total net income 
ts and royalties, something over half of interest income and 
90 per cent of corporate dividends. 
\ change in investment yields means, for a given total of invest- 
1 change in the level of investment income, and consequently a 
n the distribution of total income paid out. The greater the in- 
ent yield, other things being equal, the greater the inequality of 
come paid out; and the less the yield, the less the inequality of 
In absolute volume, interest and dividends are much more im- 
t than rent. Taking both volume and the existing distribution of 
ip into account, a change in yields to stockholders has a sub- 
greater effect on the distribution of total income paid out 
hange in interest yields; a change in net rental yields is of rela- 
ght importance. 
It has been said that income paid out may be thought of as con- 
f incentive payments to individuals for their labor and the use 
r property in connection with production. If so, some of the in- 
payments which constitute income paid out go not to living 
it to dead ones, or rather to their estates, 7.e., some of the 
rom investments. Chart 3 omits this small, logically incon- 
t fraction of the primary distribution. 
r, if we are to accept the proposition that investment income is 
incentive payment, we must construe it broadly. I suggest that 
position be construed to mean that changes in investment yields 
lve changes in the amount or composition of our national prod- 


y an increased yield on one type of investment, other yields 
ng unchanged, will attract funds and so affect production. Inci- 
the case of yields on some corporate stocks, particularly 
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those of many smaller corporations, it may be said that yields go in 
significant part to management—that such stock yields are to be classed 
with noncorporate profits rather than with investment yields. They are 
a species of wages-of-management, and as such a form of incentive pay- 
ment. 

Investment yields should probably be regarded as incentive payments 
not only because changes in investment-yield differentials affect produc- 
tion but also because of the possible production effects of changes in 
the overall level of investment yields. I say ‘‘probably” because the 
nature of these effects is today a controversial subject. Formerly it was 
widely held that a general reduction in the level of investment yields 
would involve a reduction in the rate of growth of our industrial capac- 
ity, and that this in turn would restrict the rate of growth of national! 
output. This view assumes that our economy in general operates at 
capacity. We can hardly make this assumption today. Today I think 
the pertinent question is ““‘What effect would a change in the level of 
investment yields have upon the percentage of our national industria! 
capacity which we utilize?” Because there is disagreement as to whether 
a decrease in investment yields would increase or decrease our capacity 
utilization factor, the precise incentive status of investment incomes is 
today in doubt. 

4. The upper curve on Chart 4 shows the percentage of investment 
income paid out to the most opulent 1 per cent of income recipients. 
There are special factors affecting the movements of this percentage 
the depression of the ’30’s and government savings bond campaigns 
during the war. Moreover, our measurements in this case are rather less 
dependable than those for the lower curve. There is an apparent down- 
ward trend, suggesting a decreasing inequality in the distribution of 
investment ownership; but we shall need more information before we 
can be sure the apparent trend is a real one. 

5. One further point with regard to the investment income distribu- 
tion shown in Chart 3 needs to be noted. I have said that about nine- 
tenths of dividend income was received by the most opulent 5 per cent. 
The significance of this percentage is emphasized by the fact that divi- 
dends are not the whole of income from stock ownership. An important 
part of national income is not included in income paid out but is saved 
by corporations in the form of additions to surplus. This part of national 
income is often substantial, but it may be negative—corporations may 
dissave. They did in 1936. Withdrawals from surplus amounted to about 
900 million dollars." 

The fact of corporate saving and dissaving is important for the re- 
lationship between investment yields and income inequality. If total 

1 1944-45 Statistical Abstract, p. 403. 
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me is measured as income paid out plus corporate savings, total in- 
me is more unequally distributed than is income paid out in years 
n corporations save. In years when they dissave, total income is less 
nequally distributed. The pattern of size distribution is less stable from 
r to year for total income than for income paid out. 

Corporate saving is sometimes characterized, from the investors’ 
wpoint, as involuntary saving. The investor cannot elect to withdraw 
share of added surplus. But he can liquidate his investment, and if 

arket is good, he may realize a capital gain. Such capital gains and 
ns to corporate surplus are both, in a sense, a form of individual 

e. But they are alternatives, not two separate forms; we should 
nt them both at once. One of them reckons individual income on 
asis of corporate book values; the other reckons it on the basis of 
k market values. Both alternatives involve difficulties. Income paid 

t is a convenient total, relatively firm but also incomplete in that it 
nts neither additions to surplus nor capital gains. 

Because capital gains may accrue in periods other than the year in 
h they are realized, some economists hold that capital gains are not 
me. But they become disposable when realized. I propose to con- 
r capital gains (less losses) as a form of disposable income. 

Chart 5 presents a partial picture of the distribution of disposable 

e in 1935-36." The picture is partial because it takes account of 
a part of the redistributions that amend the primary distribution 
ncome paid out. In Chart 5, disposable income means income paid 
plus relief received minus personal income taxes, minor personal 

s and charitable contributions. 

distribution of disposable income does not look very different 
that of income-paid-out. This is because our method of measuring 
ne distribution is not very sensitive. The redistributions taken into 
nt actually decreased the income at the disposal of the most opu- 

t tenth by nearly 8 per cent and increased the income at the disposal 
poorest third by 8 per cent. Clearly public policy is an important 
r in determining the distribution of disposable income. 

Che right hand pie shows the distribution of consumption expenditure 
irly 90 per cent of disposable income was spent in 1935-36. As we 
| expect, consumption expenditure was much less unequally dis- 

| than disposable income. Still the poorest third accounted for 
ne-seventh of the total; the most opulent tenth for more than a 
er of the total. 

We do not have measures of consumed income for earlier periods, but 
respect to this type of income distribution I think we can safely 

there have been many primitive communities in which there 

* see Tables I and IV. 
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was a much smaller degree of inequality than there is in the United 
States today. I think we can safely say also that there have been many 
not-so-primitive communities where the most opulent 4 or 5 per cent 
have had a somewhat larger proportion of consumed income than they 
currently receive in the United States. Some such communities exist to- 
day. It seems probable, moreover, that inequality of consumed income 


CHART 5 
DISTRIBUTION OF DISPOSABLE INCOME AND CONSUMER 
EXPENDITURES OF 39.5 Mitiion U.S. FAMILIES 
AND SINGLE INDIVIDUALS, 1935-36 


I DISPOSABLE INCOME 
11 CONSUMER EXPENDITURES 


CLASSES” 


“MIDOLE 
“CLASSES 


Total disposable income amounted Consumers spent a total of $50.2 
to $56.2 billions. billions. See notes on Table LV. 


has been decreasing in the United States. Such institutions as the movies 
exert an influence in this direction; so also do such developments as th 
improving status of the negro and the decreased importance of new im- 
migrants. Cultural disparity is a condition favorable to consumed in- 
come inequality, and cultural disparity has been diminishing. 

Saved income can be defined as the unspent residual of disposable 
income. Because Pie I of Chart 5 takes into account only a part of th 
redistributions that amend the primary distribution of income paid out 
our picture of the distribution of saved income is not very satisfactor) 
It tells us that among the poorest third, dissavings materially exceeded 
savings; indeed, according to the N.R.C. report, net savings were nega 
tive for the poorest half of all consumer units in 1935-36. 

These measurements are for a year that falls in the midst of a great 


| 
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pression. But saved income was extremely unequally distributed even 
{942 and 1945. According to rough corresponding estimates prepared 
ese years, the most opulent 10 per cent accounted for about 80 
nt of savings in 1942, and something less than 50 per cent in 1945. 
in 1945, the poorest third of consumer units apparently showed 
mall net savings. I suspect the year-to-year variations in the 


TABLE OF DISPOSABLE INCOME, CONSUMER 
EXPENDITURES, AND SAVINGS* 
(U.S. Families and Single Individuals’ 1935-36) 


Aggregate Income in Millions 


sses Income Paid Out| Disposable Consumer 
| (From Table I) Income Expenditures Savings 
‘lent tenth $21,450 $19,810 $13,520 | $6,290 
asses 31,340 30,360 29 ,460 900 
third 5,570 6,020 | 7,230 | 1,210 
$58 , 360 $56,190 $50,210 $5,980 


Based on N.R.C. reports—Consumer Incomes, p. 95; Consumer Expenditures, pp. 


‘7 stitutional population is excluded. Disposable income is reckoned before taking ac- 
ital gains and losses and death taxes. It equals income paid out (Table I) plus re- 
1s personal income, minor personal taxes and charitable contributions. The income 

the same as in Table I. 


mber of consumer units (families and individuals) : 39,458,000. 
of saved income distribution are even wider than these figures 


Particularly for savings, these measurements do not tell the full story, 
there are important redistributions of income they do not take 
iccount. On the one hand they fail to make deductions for gift and 
tance taxes and for endowment gifts; consequently they tend ma- 
y to overstate the savings, particularly the savings of the opulent. 
ther hand, they fail to take account of realized capital gains and 
such gains and losses affect chiefly the relation between the sav- 
i the most opulent 1 per cent and those of the next most opulent 
In order to get some idea of what the typical pattern of savings dis- 
ition would look like, if we had more satisfactory measurements of 
sposable income, let us consider the relations between two distribution 
rcentages for the most opulent 10 per cent. These percentages are: 
|) the investment income percentage (65 per cent in 1935-36) and (2) 


e O.P.A. and B.A.E. bulletins cited above, footnote 4. The figures so far available for 
+) permit only a very rough statement. 
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the savings percentage. The savings percentage presumably fluctuates 
widely from year to year, and may well have exceeded 100 per cent jn 
1935-36. The investment income percentage is somewhat more stable. 
But the two percentages are connected; we may say that the investment 
income percentage tends to stabilize at a level not very different from 
that of the moving average of the savings percentage. This relationship 
is important in understanding the determinants of income distribution, 
It applies to other income classes. If the average savings percentage for 
an income class is materially higher than the level of the investment jn- 
come percentage, the latter will tend to trend upward because its per- 
centage of investment ownership will be increasing. If the average say- 
ings percentage is materially lower than the level of the investment in- 
come percentage, the investment income percentage will tend to trend 
downward. It is true that the equilibrium condition for an income class 
may not be one of precise equality of the investment income percentage 
and the moving average of the savings percentage. The high investment 
income percentage of the most opulent may reflect in part higher yields 
than those enjoyed by other classes. This fact would tend to make the 
equilibrium condition for the most opulent one in which their invest- 
ment income percentage is slightly higher than their average savings 
percentage. On the other hand, and this consideration is a more im- 
portant one, income recipients may have high incomes and high savings 
percentages at their prime of life, and lower incomes and dissavings in 
old age. This fact tends to make the equilibrium condition for the most 
opulent one in which their savings percentage is slightly higher than 
their investment income percentage. It also tends to make the equilib- 
rium condition for the poorest one in which their savings percentage is 
appreciably lower than their investment income percentage. 

Now let us suppose there is no trend in the investment income per- 
centage for the most opulent 10 per cent. If the level of the two con- 
nected distribution percentages is appreciably above the total disposable 
income percentage, if the most opulent 10 per cent continue to get a 
somewhat higher percentage of investment income than of disposable 
income, we may say that there is a mutually supporting relation be- 
tween income inequality and inequality of investment ownership which 
is a significant factor in maintaining income inequality. 

In the absence of a trend in the investment income percentage of the 
various income classes, we would be warranted in inferring a not ver) 
different typical pattern for the saved income percentages, a little over 
65 per cent for the most opulent 10 per cent and a little less than 6 per 
cent for the poorest third. 

For the most opulent 1 per cent, the investment income percentage 


14 Strictly, we should speak of the savings percentage exclusive of savings in the form o! 
owner occupied homes, since we have not counted these as investments. 
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was apparently trending downward during the past 20 odd years. If 
ere were such a trend for the most opulent 10 per cent, their saved 

me percentage may possibly have averaged less than 65 per cent. 
Now while inheritances do not augment the disposable income of the 
st opulent 10 per cent considered as a class, inheritance and gift 
taxes and endowment gifts are to be regarded as deductions from the 
me paid out to the opulent in determining their disposable income. 
ese deductions tend to reduce the saved income percentage for the 
st opulent 10 per cent. If their investment income percentage has 
nded downward over the past 20 odd years, it seems probable that 
eritance and gift taxes have been a material factor in this trend. But 
ould not overestimate the possible effects of increasing the strin- 
y of our system of death taxation. In 1935-36, the forms of income 
her than investment income were for the most opulent 10 per cent 
ily sufficient to cover their consumer expenditures. With other in- 
me so unequally distributed as in 1935-36, it seems unlikely that a 
system of death taxation alone, however stringent, could reduce the 
vestment income percentage and the savings percentage to anything 

the level of the disposable income percentage. 
Capital gains tend in general to increase the savings and disposable 
ne percentages for the most opulent, but in some years there are 
losses. Does it follow that capital losses tend to decrease these 
rcentages? Let us take the case of stocks. The answer is probably 
yes” for the most opulent 10 per cent, because this group accounts for 
st of the capital gains and losses from investment in stocks. But for 
ost opulent 1 per cent the answer may be “no,” because such 
ypital gains and losses may not be distributed in the same way as 
idend income. The most opulent 1 per cent may be better at trading 
stocks than other investors. There is some evidence that this is so. 
\ study of income distribution made for the T.N.E.C. shows capital 
and other sources of income for the most opulent 1 per cent of 
e recipients and for all recipients for 16 years ending with 1936. 
the most opulent 1 per cent, according to this study, capital gains 
led losses during the 16 years by some $18 billion; the remaining 
r cent incurred a net capital loss totalling about a billion. There 
hnical reasons for thinking that this computation materially over- 
the superiority of the most opulent, but these reasons are not 
[ believe, to throw the evidence out of court.” 


‘onograph No. 4 by Adolph Goldenthal, pp. 37-39. 1932 and 1933 were omitted from his 
tation. A very crude guess for these years can be made by assuming that tax returns of 
$5,000 represent approximately the most opulent 1 per cent. Such a guess suggests that 

the | r period the score would be for the most opulent 1 per cent a net gain of some 


+18 billion, for the remaining 99 per cent a net loss of over $2 billion. 


an 


the technica] objection is that the most opulent 1 per cent in each year are defined as 
‘ving in that year the highest incomes inclusive of their net capital gains. Thus an in- 
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We may set the mutually supporting relation between inequality of 
investment ownership and income inequality beside the superiority of 
the most opulent at investment management, and say that in these two 
respects income inequality today tends to bring about income inequalit, 
tomorrow. But there are other respects in which income inequality, once 
established, tends to perpetuate itself. I shall mention two of these with- 
out attempting statistical support: (1) The children of the most opulent 
5 or 10 per cent, in general, receive better education than other children. 
With better education, they have a better chance at the more highly 
paid positions; and (2) Nepotism is probably sufficiently prevalent in 
our economy to give a significant advantage to the children of the opu- 
lent in obtaining highly paid jobs. 

I have spoken of the primary and secondary distributions of income 
as if they were sharply differentiated. In fact, they are not. We have 
noted that relief work earnings are included in payrolls in Chart 3, and 
that farmers’ profits include farm benefit payments. But cash relief has 
been treated as a secondary distribution of income. It could be argued 
that made-work earnings and farm benefits should have been treated 
as secondary distribution items too. Had they been so treated, the 
inequality of the primary distribution would have been materially 
greater than it appears to be in Chart 1; and the equalizing effect of the 
secondary distribution would have been correspondingly greater. 

There is another respect in which the distinction between primary and 
secondary distributions is less sharp than it was once thought to be. Ii, 
in treating the distributive shares of the primary distribution as incen- 
tive payments, we have found need to construe the incentive idea 
broadly, it is clear that in this broadened sense the secondary distribu- 
tion payments are incentive payments, too. We need to take into ac- 
count their effects on production. 

We may now briefly summarize our principal findings regarding the 
determinants of income size distribution. 

1. Urban communities appear to differ in price structure in such a wa) 
that income inequality increases as the size of the community increases. 

2. Various factors tend to make income inequality persist once it has 
been established—the mutually supporting relation between income in- 
equality and inequality of investment ownership; the superiority of the 
opulent at investment management; nepotism; the better education oi 


come recipient who has capital gains in years 0, 2, 4, etc. and losses in years 1, 3, 5, et 


might be included in the most opulent 1 per cent only in the even years. For the present pur- 


pose and for purposes of much other economic analysis it would be advantageous if we could 
find a way to base income size distribution measurements not on the income of a single yea! 
but on the income of a decade. 
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ldren of the opulent. But there are other factors tending to alter 


pattern of income size distribution. It is difficult to say confidently 


whether the factors making for decreased inequality or the factors 


« for increased inequality are stronger. We may surmise that con- 
| income inequality has been decreasing gradually in recent years. 


For 


payrolls and the profits of unincorporated business there is a 
itial degree of inequality of distribution. These forms of income 
st easily regarded as production incentive payments. An incentive 
calls for some degree of inequality in job-pay rates. What degree 
ality would provide the most effective scheme of incentives is 


tion to which we need to give attention. So far as payroll income 


is due to a deficiency in the total volume of incentive pay- 


ts, the unemployed getting no job incentive payments at all, there 


Wi 


y a potential volume of production that we fail to realize, but 
incentive may be given to employed labor and to management 
to take uneconomic steps to make the work go around. 

cannot say that altering the existing pattern of income distri- 
would necessarily have an adverse effect on national output. On 

ary, some modifications in this pattern might affect production 


bly, e.g., (a) more nearly equal pay for equally important work, 


ir as the relation between public and private employment is con- 
b) further steps to close uneconomic avenues to opulence; (c) 


which would decrease or eliminate deficiencies in the total volume 


) 


incentive payments. The effect on production of a modification 
income distribution pattern through a reduction in the level of 
ent yields is a present subject of controversy. 

a broader sense, income from investments consists of incentive 
nts. Investment income is extremely unequally distributed. How- 
his inequality appears to have been diminishing, possibly due in 

increased death taxes. The percentage of investment income 
to the most opulent recipients tends to stabilize at a level not 

ww their average savings percentage. 
ndary distributions of income are important. Public policy is a 

il factor in the primary distribution; it is a major determinant in 
ry distributions. The dividing line between primary and second- 

butions is necessarily drawn at a somewhat arbitrary cutoff 
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POSTSCRIPT ON WAR INFLATION: A LESSON be 
FROM WORLD WAR II wel 


By J. FELLNER* 


War and post-war inflation have now developed to a point at which ie: 
it seems worth while to inquire into the policies by which the rise in the sa 
cost of living could have been avoided. The available data permit a = 
rough evaluation of orders of magnitude. They also permit a comparison i 
of the effects of certain hypothetical measures with the effects of the ter 


policies actually adopted. a 
Most of what is contained in this paper leads up to the proposition ties 
that a linear (that is to say, proportionate) income tax of about 10 per me 
cent, applied to all income without exemption and superimposed upon def 
the income tax structure that actually prevailed, would presumably al 
have prevented the formation of any appreciable inflation potential, \ 
Given such a tax, and given the direct controls necessitated by specific ter 
shortages, it would not even have been necessary to use war bond 
“drives” as a further means of reducing the demand for goods. How- 
ever, it would of course have been necessary to prevent such wage in- h 
creases as might start an inflationary process even in the absence of a an 
pre-existing excess of demand over supply (that is to say, even in the nfl 
absence of an “inflation potential’). In arriving at this proposition, we in 
shall reconsider certain elements of the theory of war inflation. ha 


The Concept of the Inflation Potential, Ex Ante and Ex Post 


Before defining a concept, it is useful to indicate briefly the purpose 
it is intended to serve. Concepts of the inflation potential should express 
the excess demand (at given prices) which tends to produce a rise in the 
price level and which in the absence of specific counter-inflationary 
measures, actually produces such a rise. Even a crude quantitative ap- li ' 
praisal of the inflation potential presupposes that we limit our concern ‘ 
to the “primary” pressure on the price level because the magnitude of nal 
the secondary “cumulative” tendency, which develops if the primar) 
pressure is not suppressed, depends largely on unpredictable psycho- ide 
logical reactions. Besides, for considerations relating to policy, the pr- ar 
mary pressure frequently is the more significant magnitude,! although Ret 


* The author is a member of the department of economics at the University of California. 
1 E.g., a non-inflationary policy would attempt to eliminate or to suppress the primary 
pressure. 


78 THE AMERICAN ECONOMIC REVIEW [MARCH 


FELLNER: POSTSCRIPT ON WAR INFLATION 77 


te information concerning the effects of policies could of course 
btained only if both the primary and the cumulative forces could 
timated accurately. Furthermore, it should be realized that in a 
rganized war economy the size of aggregate output depends mainly 
productive capacity of the economic system; and that, given the 
f aggregate output, the pressure on the “‘cost of living”’ (or, gener- 
speaking, on the price level of consumer goods and services) can be 
-aised more easily than the pressure on the price level of all goods 
services. The so-called consumption function, in spite of all its 
leness, is a more dependable relationship than are the relationships 
sisting between private investment demand and other measurable 
ntities. In addition, for the period to be considered, the pressure on 
st of living is a particularly significant concept because the mone- 
pressure against which the consumer-goods controls operated was 
erely an important determinant of the effectiveness of these con- 
; but also a significant determinant of the effectiveness of many 
er-goods controls. Therefore the inflation potential will here be 
| with respect to the pressure on the cost of living. It will express 
the primary pressure.” 
We may now proceed to the definitions. By the ex ante inflation po- 
|, as applying at some “present” date to a subsequent period,’ we 
the following: The excess of what the public, given its income 
he subsequent period, would like to spend on consumer goods, over 
pply of consumer goods during the period, where income, demand 
pply are valued at “present” prices In other words, the ex ante 
potential is calculated on the hypothesis that prices remain 
ianged and it explains why prices do not in reality remain un- 
nged, unless the inflation potential is suppressed. 
ex anie inflation potential either is suppressed by direct controls 
hich case it expresses itself in an abnormally high savings ratio- 
ilts in a rise in the cost of living. If part of the ex ante potential 
essed and another part translates itself into a price rise, the 
potential becomes different ex post from what it was ex ante. 
st inflation potential is the excess of what the public would have 
bend on consumer goods during a completed period at the actual 
vel of the period, over the supply of consumer goods at actual 
it is, over the actual value of consumption). The ex post in- 


of the inflation potential, as defined in the subsequent paragraphs, is not 
cepts suggested in some of the earlier writings on the subject, but it is sim- 
of these. Cf., mainly, Walter A. Salant, “The Inflationary Gap,’”’ Amer. Econ. 
XXXII, No. 2, Pt. 1 (June, 1942), pp. 308-13; Milton Friedman, “Discussion of 
Gap,”’ ibid., pp. 314-20; G. W. Ensley and Richard Goode, ““Mr. Warburton 

{mer. Econ. Rev., Vol. XX XIII, No. 4 (Dec., 1943), pp. 897-99 


to be referred to in this article are clock-time periods. 
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flation potential is that part of the ex ante inflation potential which was 
suppressed, 7.e., sterilized in the hands of consumers, by direct controls. 
It does not contain that constituent of the ex anie inflation potentia| 
which, in the course of the period, translated itself into an inflationary 
process, because this constituent of the ex ante potential reflects itself ex 
post in the actual consumption expenditure rather than in a difference 
between what the public would have liked to spend and what it actually 
did spend. There exists the further difference between the ex ante and 
the ex post magnitude that the former is calculated at base period prices 
and the latter at the actual prices of the period. But this further differ. 
ence loses its significance if the inflation potential is expressed as per- 
centage of disposable income, because income, consumption, and the 
inflation potential are “inflated” in roughly the same proportion. The 
main difference is this: part of the ex ante potential is ‘‘unloaded” into 
an inflationary process and does not ex post appear as a “potential” but 
as actual consumption. Deflating the ex post potential does not recap- 
ture this constituent. In deriving the ex ante potential from the ex post, 
it is necessary to add a factor expressing that part of the ex anie inflation 
potential which gave rise to the price increase that took place during the 
period. 

These concepts of the inflation potential are of course not free from 
complications. The difficulties enter mainly through the phrase “what 
the public would like to spend (or would have liked to spend) on con- 
sumer goods.”’ During the period that will be considered here, an ex- 
tensive system of direct controls was in effect. It may be argued that 
the existence of these controls has reduced not merely actual expendi- 
tures but also the desire of the public to spend. To the extent to which 
it has done so, the controls have prevented not merely an inflationary 
process (by suppressing an “inflation potential’) but they have also 
prevented the very formation of an inflation potential. 

The size of the inflation potential is important even if direct controls 
are taken for granted, because a high inflation potential reduces sub- 
stantially the effectiveness of direct controls. The magnitude of the 
“political” pressure against price and wage ceilings, as well as the sig- 
nificance of illegal transactions, depends very largely on the size of the 
inflation potential, that is, on how profitable it is for certain groups oi 
the population to have the regulations in question changed or to circum- 
vent them. A strictly non-inflationary fiscal policy would have taxec 
away the entire ex ante inflation potential of recent years. Yet, in con- 
sequences of specific shortages, direct controls would be needed during 
major wars and in post-war transition periods even if no inflation po- 
tential were allowed to develop. The inflation potential is merely an 
aggregative concept, measuring the pressure against the general price 
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Was vel (or cost of living) whenever the fiscal policy is not strictly ‘‘non- 
ols nflationary.’’ Consumer controls, if they are effective, prevent the usual 
tia fects of this pressure on the price level. In addition, they may to some 
ary <tent genuinely induce the public to more thrift and to this extent 
f ex iminate the pressure rather than merely render it ineffective. This is 
D the source of the conceptual ambiguity mentioned in the preceding 
paragraph. 

and \n alternative way of expressing the ambiguity in question is this. 
| lhe foregoing definition of the inflation potential is equivalent to saying 


that it amounts to disposable income* minus “‘genuine”’ savings minus 
eI aggregate supply of consumer goods (ex ante or ex post, as the case may 
th be), where savings are “‘genuine’’ if they are not the product of certain 
Phe nirols which interfere with the free spending of money. The ex ante 
potential is measured by the savings, other than genuine, that would be 

required to avoid any increase of the cost of living whatsoever; the ex 

a] post potential is measured by the savings, other than genuine, which 
ost actually were required to avoid a greater increase of the cost of living 
than took place during the period. Here the ambiguity enters through 
tn the italicized phrase “not the product of certain controls.” For example, 
ring the war, part of the money the public could not spend on auto- 

on mobiles became genuine savings. The public would have tended to save 


nal irt of this money even if the other goods had not been subjected to 
ntrols (such as rationing and price control). Consequently, the pres- 
ex sure against which the other controls operated was not augmented by 


hal the full amount of these automobile savings. It might be objected that, 
the other hand, the automobile controls themselves had to operate 

wainst the pressure arising from the desire to spend on automobiles. Yet 

ar iring the greater part of the period under consideration, the controls 
1S ipplying to the automobile industry were not of such a nature that the 
itude of the amount the public would have liked to spend on cars 

is a significant determinant of the effectiveness of these controls. The 

me is true of durable consumer goods in general, and, even more gen- 

rally, of goods that, through production controls, were taken com- 
1g pletely off the market (or so nearly so that the question of the effec- 
ness of rationing and price control lost its significance for these 


Chis difficulty will be assumed away initially by interpreting ‘‘genu- 

savings’ as the amount of savings that would accrue at a given in- 

me level if the goods “normally” purchased at such an income level 

ng were available. The hypothetical savings in question are the ‘“‘norma]”’ 
gate propensity to save for the income rate in question (not aug- 


‘ Disposable income in the sense used by the Department of Commerce, that is, income pay- 
nt nus personal taxes. 
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mented by such items as the automobile savings just considered). We 
disregard for a moment the limitations of the concept of the propensity 
to consume but we will return to them shortly. Thus calculated, the ex 
post inflation potential is ay—c, if y is the disposable income of the period, 
a the “normal” average propensity to consume for the income level y, 
and c the value of the consumer goods purchased during the period. It 
is thereby assumed that the difference between disposable income times 
“normal” average propensity to consume, on the one hand, and actual 
consumption, on the other, measures, ex post, the savings enforced by 
the direct controls, and indirectly also the pressure against which the 
system of consumer controls operated. 

It follows from what was said that the ex ante inflation potential can- 
not be derived by the process of deflating y and c for the price increase 
which took place during the period considered. By deflating the potential 
we would arrive at a magnitude that would be approximately the same 
in relation to the deflated disposable income as is the undeflated mag- 
nitude ay—c in relation to the undeflated y. The main difference between 
the ex ante and the ex post inflation potential is that the former includes 
that part of the potential which was “unloaded”’ into price increases 
and which therefore ex post does not appear in the form of a “potential.” 
Consequently, in estimating the ex ante inflation potential, it is neces- 
sary to add to the ex post potential the equivalent of the actual price 
increase during the period. Yet, unfortunately, the price increase that 
took place during a given period cannot be translated into the corre- 
sponding constituent of the ex ante inflation potential without making 
arbitrary assumptions as to the length of time it took the unsuppressed 
fraction of the ex ante potential to unload itself into an inflationary 
process. It may be assumed, however, that if prices rose X per cent 
during a year, then the corresponding (unloaded) constituent of the ex 
ante potential was less than X per cent of the available yearly supply of 
goods. This seems a legitimate assumption because an ex ante potential 
amounting to X per cent of the available supply would presumably have 
resulted in a price increase of X per cent in Jess than a year. The yearly 
price rise of X per cent presumably was the result of a smaller unsup- 
pressed potential at the beginning of the year which resulted in a smaller 
price increase in less than a year, which in turn contributed to creating 
a somewhat increased potential at that time, and so on. If, therefore, 
for a given year the ex post potential is measured by ay—c, the ex anle 
potential for that year was greater by a margin, which, in relation to ¢, 
presumably was less than the percentage price increase. 

A more precise formula would make the ex post inflation potential 
equal to (a —By)y—c, where 8 means that fraction of y which “normally” 
would be spent on goods which, through production controls, are taken 
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pletely off the market,® and y means that fraction of 8 which, given 
se production controls, the public genuinely desires to save addition- 
_rather than spend additionally on other goods. 8 depends directly 
the nature of wartime production controls and indirectly on substi- 
tutability conditions in the production processes (cf., the relationship 
tween automobile and tank production). y depends on substitutability 
nditions on the demand side (that is, on the degree to which liquid 
assets and alternative consumer goods, respectively, are substituted for 
consumer goods which have disappeared from the market). 

Using expressions such as the foregoing should not be interpreted to 
that consumption is a function of income exclusively. The mag- 
of the various propensities denoted by Greek letters may very 

| depend on further variables not appearing explicitly in these for- 

ilae (e.g., on the supply of money). With the actual methods of war 
ce, these other variables assumed magnitudes that probably tended 
ncrease a beyond the value derived from pre-war experience. But the 
tax to be considered in the following pages would have reduced the 
onitude of these other variables. Consequently, we will make no ex- 
t allowance for them. This means assuming that under the tax in 
estion the relative quantitative significance of the other variables® 
| not have changed to such an extent as to affect the crude orders 
agnitude with which we will be concerned. On the basis of the 
lable figures, it is possible to lend this assumption plausibility with 
respect to the supply of money, which probably is the most significant 
ther variable. 

Furthermore, the expression ay—c will be used initially instead of 

theoretically more satisfactory expression (a— $y) y—c because it is 
ilt to evaluate By numerically and because, after arriving at an 
numerical estimate, it will be necessary to make rough allowances 
yr another factor. This other factor bears on the difference between 
tended and the statistical propensity to consume. 


lhe Magnitude of the Tax that Would Have Been Required 


In the years 1942, 1943, 1944, and 1945, individuals consumed the 
ving percentages of their disposable incomes: 74.1, 73.3, 71.7, and 

), respectively. The “‘normal” average propensity to consume may 
nounted to about 0.9. A slightly higher figure would be obtained 
extrapolating the income-consumption regression line calculated by 
/epartment of Commerce for the period 1929-41.’ But only about 


practically” completely, so that the question of the effectiveness of consumer controls 
€s significance for these goods. 
* That is, their quantitative significance in relation to income. 

Survey of Current Business, April, 1942. 
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0.9 results if years such as 1937, 1939, and 1940 are taken in isolation. 
and this is more indicative because the war years were years of high 
employment, while the period 1929-40 includes several years of severe 
depression. The gap between 90 per cent, on the one hand, and the per 
centage figures appearing in the opening sentence of this paragraph, on 
the other, expresses the ex post inflation potential of the different years 
as a percentage of the disposable income of the same year. Therefore, in 
these years the ex post potential may be estimated at between 15 and 18 
dollars for every 100 dollars of disposable income. 

The ex ante potential must have been greater because part of it got 
unloaded into an inflationary process and therefore does not appear in 
the ex post potential. The cost of living index rose by about 9 per cent in 
1942, 3 per cent in 1943, 2 per cent in 1944, and 2 per cent in 1945. 
In addition to this rise, such phenomena as quality deterioration, the 
disappearance of cheap brands, and illegal transactions also were in the 
nature of price increases, so that the “true” rise of the cost of living un- 
doubtedly exceeded the figures just given. Yet, as was pointed out 
earlier, the unsuppressed inflation potential, by which the ex anie 
magnitude exceeded the ex post for a yearly period, presumably was 
distinctly smaller in relation to c (and also in relation to y) than the 
ratio in which prices actually rose. The initial conclusion, to be qualified 
presently in several respects, is that the ex ante inflation potential- 
which a strictly non-inflationary policy of war finance would have 
eliminated—was in the order of 20 per cent of disposable income (prob- 
ably slightly less). This figure is derived by adding to the 15-18 dollars 
per 100 dollars of disposable income a factor accounting for the actual 
price increase. If from Pearl Harbor on, about 20 per cent of all dis- 
posable income had been taken away by further taxation, no inflation 
potential would have developed. (With a=0.9, a tax of 20 per cent 
would have eliminated an inflation potential of 18 per cent, considering 
that the tax would have reduced savings as well as consumption.) 

There are, of course, many reasons why such an estimate must be 
regarded as very crude, and no attempt will be made to appraise al! 
these reasons. Yet it should be emphasized that the two most obvious, 
and probably strongest, reasons call for downward correction. 

In the first place, the 8-y factor, considered on pages 80-81, calls for 
correcting such an estimate downward. The numerical significance oi 
this factor may easily have been in the neighborhood of 5 per cent of 
disposable income. For, in the good years of the period preceding the 
war, the expenditure on durable consumer goods used to be in the order 
of 10 per cent of disposable income, and expenditures on durable con- 
sumer goods are not the only ones entering into 8. Consequently, even ii 
v should have been less than 0.5, 8-y may have been in the neighborhood 
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ent of disposable income. 

diy, even aside from this, the “normal”’ average propensity to 
e may have been lower during part of the period in question than 
cure derived from the pre-1941 experience (that is to say, a may 


fallen short of 0.9). There is no reason to assume that in the long 
he average propensity to consume should decline markedly with 


come, because such a decline does not seem to have occurred 


ra period of one-half of a century during which the national income 


tant prices increased fivefold.* Yet in 1941 the average propensity 
e was at the unusually low level of 0.84, which in terms of our 


epts must be considered a “‘normal”’ value® for that year because no 


nsumer controls were in effect in 1941."° The low propensity to 
e of 1941 may have been a consequence of the rapid rise in in- 
ring the year, in consequence of which consumers “‘did not have 
adjust their consumption expenditures to the new income level 
vear was over. In fact, the relative significance of the defense 
the economy grew considerably during the year. The cost of 

se about 10 per cent from the beginning to the end of the year, 
nflationary process of this kind always works in such a way as to 
e government" consistently the advantages of the “first move”’ 
competitive bidding for resources which reflects itself in the 


ionary process. Consequently, the “normal propensity to con- 


i.e., the propensity to consume in the absence of consumer con- 
is lowered (in the ex post, statistical sense’). Now, if after 1941 
al controls had been in effect and, in addition, the inflation 
il had been taxed away, conditions would have remained partly 
r to those of 1941, so far as the “normal propensity to consume”’ 


ncerned. It is true that the “forced savings’’ would not have been 


ed by an inflationary process. But income, and at the same time 
tive significance of the war sector in the economy, would have 


ised considerably through 1943, and the increase in income would 
been initiated by the expansion of war production, with consumers 


ind the government. 


Kuznets’ estimates are the main source for this statement. For detailed references 
e the present writer’s Monetary Policies and Full Employment (Berkeley, 
1 Press, 1946), chap. III and appendices. 


he restrictions of consumer credit adopted in the fall of that year. 
spenders of the “new money,” regardless of who they are. In the mod- 
tary over-investment theories, the investing entrepreneurs are the first spend- 


rds, the ex post propensity to consume falls short of the ex ante, because of the 
t of “forced savings.”’ 


tually did. 
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During the war the propensity to consume was reduced also by the 
war bond drives. But we are assuming that in the hypothetical nop. 
inflationary war economy there would have been no such drives jp 
addition to the tax here discussed, although the public would have been 
free to buy government securities to the extent to which it genuinely 
desired to buy them. Consequently, no allowance will be made for , 
smaller propensity to consume under this heading. 

We have seen that from 1942 through 1945 the ex ante inflation po- 
tential could be estimated at roughly 20 per cent, or slightly less, of 
disposable income, by a method which disregarded at least two impor- 
tant factors. One of these factors (the durable goods savings) may well 
have reduced the 20 per cent to 15 per cent, and the order of magnitude 
of the second factor (of the consumption lag just considered) mav also 
have been several per cent. The downward correction—which was in 
the order of 5 per cent in conditions such as existed in 1941—ceased 
to be important after 1943, when war production reached its top level. 
The first downward correction, for durable goods savings, tends to 
turn gradually into negative (7.e., into an upward correction) for the 
post-war transition period, when the public would like to spend on 
durable consumer goods not merely the “‘normal”’ fraction of its income 
but also part of the previously accumulated savings. But for the period 
following V-J Day, the original (uncorrected) figure for the inflation 
potential is considerably less than 20 per cent (for the last quarter o/ 
1945 only about 7 to 8 per cent," and for the first half of 1946 around 4 
per cent). Consequently, the following generalization seems permissible 
for the period beginning with Pearl Harbor: The “crude” method, dis- 
regarding the durable goods savings and the consumption lag, leads to 
the assumption that the inflation potential amounted to almost 20 per 
cent of disposable income during the war; it seems reasonable to assume 
that the two downward corrections, for the factors disregarded by the 
“crude” method, were in the order of 5 to 10 per cent of disposable in- 
come; during the early phases of the reconversion period the crude 
figure was less than 10 per cent but, instead of being corrected down- 
ward, it needs to be corrected upward for the pent-up demand. 

During the war, a strictly non-inflationary policy of war finance 
would therefore have taxed away additionally” about 10 to 15 per cent 
of disposable income, with somewhat different percentages in different 
subperiods. In 1941, the necessary rate of taxation would presumab)) 
have been smaller. There was no price control or rationing in eflect 

4 In the last quarter of 1945 net savings of individuals amounted to 17.5 per cent of dis- 
posable income. In the first quarter of 1946 they amounted to 12.9 per cent and in the second 
quarter to 14.1 per cent of disposable income. 

18 That is, in addition to the taxes that were in existence. 
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ring that year, and practically the entire ex ante potential translated 

) price increases. The cost of living rose about 10 per cent, and 

s very likely that a yearly increase of this size results from an 

| inflation potential of smaller size. For the earliest phase of the 

st-war period (#.e., for the last quarter of 1945), the rate required for 

rictly non-inflationary financing may have been somewhat smaller 

than the wartime rate. 

it would not have been reasonable, however, to attempt “strictly 

nflationary financing” in the foregoing, somewhat dogmatic sense. 

\s may be seen from the preceding analysis, the inflation potential can 

vy be reconstructed only by rather crude methods. The methods 

h it could have been estimated beforehand would have involved 

e additional sources of error, although it is very likely that ex ante 

stimates, say, from quarter to quarter, would have resulted in figures 

same order. Wartime estimates were not subject to all limitations 

post-war projections because during the war full utilization could 

stulated. The information available to the authorities would have 

ered possible the evaluation of the correct order of magnitude of the 

n potential, but no more than this. It can hardly be contested 

t a slight deviation in the inflationary direction would have been 

ss hal | than a deflationary pressure. The latter would have made it 

ficult to raise the rate of aggregate output rapidly and signifi- 

| it also would have impeded the process of post-war readjust- 

considerably. Consequently, a reasonable policy would have 

to err slightly on the inflationary rather than on the defla- 

side, all the more because direct controls would have been neces- 

t any rate to cope with the problem of specific shortages. A small 

ate general (over-all) upward pressure on prices would have 

down effectively by the system of controls. It is submitted 

that a correct ex ante evaluation of the data would have made 

rable to superimpose on the actual tax structure some measure 

as a proportionate income tax, applying to all incomes without 

n, and amounting, on the average, from 1942 on, to about 10 

nt of disposable income. This would have corresponded to slightly 

in 9 per cent of income before personal taxes (except in 1942 
ild have corresponded to about 9.5 per cent). 

Correct evaluation of the ex ante inflation potential of 1941 should 

ulted in adopting a distinctly smaller tax of this nature at that 

An ideal policy would have varied the tax rate from time to time, 

a comparatively small rate for 1941" and a rate of 8—9 per cent (on 


* This does not mean, however, that in 1941 the yield of such a tax would have been small 


the yield of other taxes. It is merely maintained that the rate would have been 
pared to that of the subsequent years. 


MARC} 194 
th 
non- 
in 
for 
np 
WE 
itude 
icy 

is t 


86 THE AMERICAN ECONOMIC REVIEW [MARCH 


income before taxes) for the entire period of belligerency would probably 
have accomplished the desired objective. If the reader should fee] yp. 
easy about our downward corrections and if he should feel that a tax oj 
about 20 per cent (corresponding to our initial crude estimate) might 
have been needed for closing the gap, he should take into consideration 
that the line of argument of the concluding sections of this article would 
be the same even if the required tax had been in the order of 20 per cent 
of disposable income. But the downward corrections are justified, 4 
small additional tax in 1941 and an additional tax approaching 10 per 
cent (on income before taxes) during the war would have made it pos. 
sible to hold the cost of living, although a small (but sterilized) inflation 
potential would probably have remained in the background of de- 
velopments. As for the future, it is obvious that a reasonable post-war 
tax policy would have to be flexible and that it should be capable of 
changing the effective rate on short notice. It so happens that during 
the war this would not have been absolutely necessary. 

Some economists might maintain that not merely a small but a 
significant inflation potential was required in order to be released at 
the appropriate time and to offset the deflation potential to be expected 
for certain phases of post-war economic development. In my opinion, 
the answer to this is that a deflation potential calls for expansionary 
fiscal policies when it develops and not for creating and suppressing a 
significant inflation potential many years earlier. The idea of creating 
and suppressing an inflation potential beforehand and of releasing it in 
the right moment rests on two main assumptions. The first is that it is 
possible to suppress a large inflation potential completely, or almost so. 
The second is that it is possible to release the inflation potential in the 
appropriate period and thereby to go a long way towards offsetting the 
deflationary tendencies of that period. The first of these assumptions 
already has proved thoroughly wrong, and so will the second in due 
time. Inflationary tendencies call, among other measures, for a rate of 
taxation that reduces the inflation potential to a manageable size; and 
deflationary tendencies call, among other measures, for expansionary 
fiscal policies absorbing the deflation potential. Not to take the ap- 
propriate measures in either of these two types of situations is a mistake, 
and it is unreasonable to expect that these two mistakes will cancel each 
other. 


Proportionate Taxes Compared with Progressive Taxes 
and with Inflation 


In the foregoing pages the “required tax’”’ was conceived of as a pro- 
portionate income tax, applying to all incomes without exception, and 
superimposed on the taxes that actually have been in effect. Clearly, 
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is nothing in the reasoning that could not be made to fit tax 
s of a different sort. There exists, however, a good reason why 
+ seemed preferable to state the conclusion in this form. It is (almost) 
iously”’ and “unequivocally” true that the avoidance of inflation 
such a tax would have been preferable to the actual degree of in- 
ion. The possible counter-arguments, which will be mentioned 
fy, would be quite unconvincing. The question of whether the 
nce of inflation by additional progressive taxes would have been 
rable to the actual degree of inflation would, however, raise con- 
rsial issues. 

portionate income tax with no exemption possesses distinctly 
nable features, but they all are shared by inflation, and inflation 
es additional objectionable properties. From the point of view from 
roportionate income tax is bad, that is, from the point of view 
| equity and the so-called ability to pay, a rise in the cost of 
; certainly no better. From a 1939 base, the cost of living index 
about 6 per cent through 1941, by 17 per cent through 1942, by 
nt through 1943, by 26 per cent through 1944, by 29 per cent 
| 1945 (yearly averages). By August, 1946, the rise had reached 
5 per cent and by October it had reached very nearly 50 per cent. The 
living index disregards phenomena such as the deterioration of 
the disappearance of inexpensive brands, violations, etc., and 
se therefore, legitimate to conclude that the “‘true”’ rise in the cost 
must by now surely have exceeded 50 per cent (perhaps by a 
erable margin). The dollar has lost about one-third of its value, 
asured by the cost of living, and distinctly more if measured by 
rices. It would be difficult to argue that on the grounds of 
ity a proportionate income tax in the order of 10 per cent (of 
income) since 1942, and a considerably smaller tax in 1941, 
ive been worse than such a degree of price inflation. On the 
. proportionate income tax at least leaves relative positions 
while the redistribution of income under price inflation 
ivors those belonging to well-established power groups. The 
ild be no weaker if we had concluded that a tax of 10 to 
corresponding to the full inflation potential) would have 
red, or if we had concluded that a tax approaching 20 per cent 
been needed, corresponding to the inflation potential 
ilated, without the appropriate downward corrections. But, 

ch high rates would not have been required. 
W . proportionate income tax is introduced (and price inflation 
, everybody’s disposable money income” declines for a given 
‘ggregate real output, although of course the money value of the gross 


ody’s income after personal taxes. 
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national product (GNP) and that of the national income! remaijp 
unchanged. At the same time, the money value of the government cop. 
tribution to the GNP increases. The aggregate GNP and national jp. 
come increase in monetary terms only if (and in the proportion in which) 
aggregate real output rises as a consequence of increased input of 
resources or increased productivity per unit of input. On the other hand, 
if the expansion of the government sector is brought about by an in- 
flationary process (and tax rates are not increased), the money value of 
the GNP, that of the national income, and also that of disposable 
income, rise even for a given aggregate real output. The increased money 
income is injected into the system at some point in such a way that the 
changed pattern of income distribution shows no stability whatsoever, 
and then the population “fights out” the question of how this distortion 
should be eliminated by “adjustments.” If the economic efficiency of 
the system were not affected by this procedure, aggregate real output 
and aggregate real consumption would be the same as under taxation, 
yet the distribution of income would be more “fortuitous’’; or it could 
be viewed as being hastily ‘“‘revised”’ in a series of struggles which take 
place in an acute emergency, and in which, therefore, well-organized 
power groups find it particularly easy to bring pressure to bear effec- 
tively. It might be objected that strategic power groups could insist on 
such a “redistribution” in an emergency even if the relative distribution 
pattern remained initially unaffected (as under a proportionate income 
tax). Indeed, to some extent they probably would. But it is highly 
probable that incentives for a struggle over redistribution would be 
much weaker in these circumstances than when large flows of money 
income are injected into the system at arbitrary points, where according 
to generally accepted value judgments they produce substantial dis- 
tortion. As a consequence, not only is it unlikely that the inflationar 
method would result in a distribution pattern that would have been 
considered equitable a priori had it been subject to conscious planning, 
but the economic efficiency of the system as a whole can scarcely remain 
unaffected by the struggle in question. Aggregate real output and all its 
constituents, including the output of the war industries and of the con- 
sumer goods industries, is very likely to be reduced by the fight over 
adjustments. Moreover, an inflationary process—even if it does not 
reach ‘“‘astronomical” dimensions—undoubtedly increases the danger 0! 
a subsequent serious setback. 

It may therefore safely be concluded that the superimposition of 4 
proportionate income tax, of the order of magnitude previously dis- 
cussed, upon the taxes actually in existence would have been “prefer- 

18 Gross National Product minus depreciation and depletion allowances minus indirect 
taxes is equal to the national income. National income minus corporate savings minus ©0D- 
tributions to social security funds plus transfer payments is equal to aggregate individual in- 


come payments. This minus personal taxes equals disposable income. Minor corrections re 
disregarded. 
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’ to the actual degree of price inflation. The same would be true 
‘ all our downward corrections were considered inappropriate and 
to 20 per cent were regarded as the necessary degree of additional 


ition, although this certainly would be an extreme position. It is 


wever, impossible to make an equally clear-cut statement on whether 


ild have been “good” or “bad” to substitute proportionate (linear) 


‘axes for part of the progressive taxes in existence,’ or whether it 


| have been ‘‘good” or “bad” to supplement the existing taxes 
th further progressive taxes.*° If the inflation problem alone is con- 
ed, then a tax is the less effective the more progressive it is. For 
le, with a sufficiently progressive, instead of a linear additional 
would have been necessary to tax away additionally more than 
chly 10 per cent of disposable income previously calculated in 
r to “‘close the gap.” In the higher income groups, taxation partly 
es savings rather than consumption, so that progressive taxes 
the a factor of our formula. One-sided emphasis on the inflation 
nakes progressiveness in general appear to be undesirable. 
is true of a one-sided emphasis on the problem of incentives. 
tax aflects incentives the more unfavorably, the more progressive it 
that is to say, the more disproportionately it reduces marginal 
gs. On these grounds alone, a strong case could be made against 
gressiveness in general, in a setting in which the maintenance of 
tive demand does not give rise to difficulties. On the other hand, a 
strong case can be made for progressiveness on grounds of social 
ity and thereby also in terms of the morale of the population. There 
issues involved in this complex of problems and it is impossible 
with general validity (¢.e., without expressing a very definite 
dgment) that a given degree of progressiveness is preferable on 
to a higher or to a lower degree. One gets much closer to a 
gical” proposition (which “‘should not be controversial”) by 
at a proportionate tax of the magnitude here considered would 
preferable to the approximately 50 per cent increase in the 
ving that actually has occurred. For the rise in the cost of living 
ed the functi ns of an income tax and certainly those of a 
gressive one! 
| be admitted that even this proposition is not (strictly speak- 
ogical, although it comes very close to being so. In the first 
i person may have predilections for certain well-organized groups 
: economy—on either side of the “‘fence’—and he then may feel 


nat the distribution pattern actually established under more or less 


| inflation is more to his taste than would be the case under 
ent taxation. In fact, one of the main reasons why in major wars 
n always is insufficient is that too many powerful groups have a 


y, to make the existing tax structure less progressive. 


Say, to increase the progressiveness of the tax structure. 
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good a priori chance of improving their relative position under an jp. 
flationary process, as compared to their would-be position unde; 
sufficient taxation. But it is difficult to see how a disinterested person 
should have a preference for the “inflationary” distribution as agains 
a “planned” pattern; and it need not be futile to stress the logic of the 
case because “‘selfishness”’ in the foregoing sense is not the only reasop 
for failure to tax adequately in inflationary periods. Another reason js 
the incomplete understanding of the issues involved. It is perhaps not 
unreasonable to assume that the attitudes towards the problem of 
taxation and of inflation would have been different, had it been realized 
what the order of magnitude of taxation was by which all or most of the 
actual degree of inflation could have been avoided. 

A second possible objection relates to the problem of incentives. Even 
a linear additional tax would have raised marginal as well as average 
tax rates, although it would have raised marginal rates by no more than 
average rates. The effects of taxation on incentives consist of a favorable 
and an unfavorable constituent. The former is produced by the fact that 
it is necessary, in consequence of the tax, to work more, or to undertake 
a greater amount of risky investment in order to earn a given income; 
the unfavorable constituent arises as a consequence of the burden placed 
on the reward for additional effort. The unfavorable constituent becomes 
the more important, the more progressive the tax is (provided the prob- 
lem of maintaining effective demand may be disregarded for some pe- 
riod). It would be difficult to forecast even the algebraic sign of the total 
effect of a proportionate tax. It is very unlikely, however, that an addi- 
tional tax of the magnitude here considered would have had a stronger 
unfavorable effect on incentives than did the uncertainty concerning the 
nature and the timing of adjustments in the framework of the actual 
inflationary process. A minor qualification should be made. If such an 
additional tax had been in effect, some reduction of the surtax rate 
would have been necessary in the highest income groups in order to 
avoid taxing these groups at a marginal rate of about 100 per cent or 
more. Or, alternatively, the tax could have been levied on income after 
(other) taxes. 

A Post-War Problem 

This paper has been concerned with the bearing of fiscal policies on 
the problem of war and post-war inflation. A brief remark will now be 
made concerning the validity of certain elements of this reasoning for 
“normal” periods of expansion and contraction. Some elements of the 
analysis could be made to fit the usual developments during the cyclical 
process; others could not. 

The main point that remains true, even for “normal” periods, is that 
an ex ante inflation potential calls for higher taxes, while an ex anie 

*: However, normally it seems preferable to apply these concepts to the aggregate level of 
output rather than merely to the output of consumer goods because the aggregate level of 
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potential calls for tax reductions and—if the deflation po- 
s substantial enough—for consumer subsidies. It is, of course, 
to substitute other expansionary monetary policies” for tax 
; and consumer subsidies, but the other monetary measures 
less effective or inferior in certain respects (although possibly 
, others) and it would therefore be highly desirable to combine 
th those here considered. Measures other than those of a 


il 


tary-fiscal” character are also very important, but we are not 
ned with them here. A flexible tax policy is a promising means of 


r economic instability. A reasonable degree of flexibility could, 


er, scarcely be accomplished without maintaining the “‘pay-as- 


system’’ and without the possibility of adjusting tax rates in, 
rly intervals. The difficulties standing in the way of such 
nts are political in nature. The necessary measure of flexibility 
be accomplished without some delegation of power on the part 
ss—possibly to a committee of its own, rather than to the 


little hope that the adjustment of tax rates to changing 


ss conditions could be accomplished without undue delay, if each 


nt raises the problem of the desirable degree of progression. 


es would seem to be better for accomplishing flexibility by adding 


iting from, the basic progressive tax rates a linear (nonprogres- 

ent. The basic structure could then stay in effect for the entire 

ir, while the special linear tax or refund, possibly even linear 

ld be adjusted to business conditions in shorter intervals. A 

ggestion to adjust the “first bracket’? income-tax rate in 

ntervals™ belongs, generally speaking, in the category of 

just discussed. However, adjustment of the “first bracket’’ 

ns an implicit element of (changing) progression because the 

ne tax does not apply to incomes below the exemption 

his kind of change in the degree of progression would not make 

more difficult to achieve flexibility, although it would, of 

ke for a smaller aggregate effect per given percentage change 

We considered a tax without exemption because the tax was 
with inflation which operates with no exemption limits.” 


garded as “given’”’ (i.e., as determined by considerations lying outside the 

he estimate is made), except when full utilization may be taken for 
ies and mainly compensatory public works (possibly also producer 
ssible to substitute other measures for anti-inflationary tax increase 

ge stock of idle balances, these other measures (mainly credit policies 


els, Research Stud. for Committee for Econ. Development (London-New 


1946), pp. /4-76 and 121. 
that the very lowest income groups consume relatively more of the 


which were held more successfully during the war than the cost of living in 
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THE INTERNATIONAL BANK, AN INSTRUMENT OF 
WORLD ECONOMIC RECONSTRUCTION 


By NATHANIEL WEYL AND Max J. WASSERMAN* 


The International Bank for Reconstruction and Development js 
commencing operations at a time when the world need for long-tern 
productive credit is perhaps more widespread and desperate than ip 
any previous period of history. The Bank can serve as a major in- 
strumentality in the reconstruction of the economies of war-torn nations 
and in the development of comparatively backward areas. In so doing 
it can materially contribute to the creation of an economic basis for a 
durable peace. The present article is an attempted appraisal of the 
powers, limitations, functions and probable course of operations of th; 
Bank in relation to the tasks which confront it. 


I. Objectives of the Bank 


The function of the Bank is to make, participate in and guarantee 
loans for the reconstruction and development of the economies o! 
member nations. Although the Articles of Agreement do not say s0, it 
is contemplated that these loans will be of long maturity. Loans can be 
extended only to member governments or to borrowers guaranteed | 
their governments, central banks or comparable agencies. 

The two main types of Bank loans envisaged are for “‘the restoration 
of economies destroyed or disrupted by war” and for “the encourage- 
ment of the development of productive facilities and resources in less 
developed countries.” 

The Bank is supposed to promote long-range balance of payments 
equilibrium through the development of the productive resources 
members “thereby assisting in raising productivity and the standard oi 
living and conditions of labor in their territories.’’ In the immediate 
post-war years, it will be the Bank’s task “‘to assist in bringing about 
a smooth transition from a wartime to a peacetime economy.” 

The Bank is to make loans and guarantees only where private credit 
is not available on reasonable terms. It is to arrange its loans in 4 
cordance with a priority schedule, ensuring that the most urgent and 


* The authors are economists on the staff of the Office of International Trade, U.S. De 
partment of Commerce. The opinions expressed in this article are those of the authors and ¢ 
not necessarily reflect those of the Department of Commerce, any other federal agency, 
the International Bank for Reconstruction and Development. 


= 


WEYL AND WASSERMAN: THE INTERNATIONAL BANE 93 


projects receive first consideration. The Bank shall not be in- 

by political considerations, nor may it require that “the 
is of a loan shall be spent in the territories of any particular 
r or members.” 


II. Reconstruction as against Development Credits 

Bank is in effect limited to two broad types of operations: re- 
tion loans and development loans. Credits to restore and re- 
uct the economies of members who “‘suffered great devastation 
ny occupation or hostilities” will be extended on especially 
s terms and will be given priority over other Bank operations. 
ally, “the Bank . . . shall pay special regard (to) . . . expediting 
pletion of such restoration and reconstruction.”’ On a strict 
tation, this provision might be construed as obligating the Bank 
virtually all of its capital in loans to rehabilitate war-torn 
, since the reconstruction requirements of Asia, Eastern and 
Europe are probably in excess of the Bank’s total authorized 
wer. That this was not the intent, however, is made clear by 
rovision of the Articles of Agreement that ‘‘the resources and 
ties of the Bank shall be used . . . with equitable consideration 

ts for development and projects for reconstruction alike.”’ 
determined priority or right of way is presumably to be given 
mstruction credits, and it is, therefore, possible to assume 
Bank will draw a clear line of distinction between reconstruc- 
| development operations. The amount of reconstruction credits 
is obviously limited by the extent of war damage and war 
Evidently, the magnitude of reconstruction requirements 
litioned by: (a) the pre-war productive facilities of the 
ember; (b) the extent of damage to these facilities; and (c) 
to which repair of that damage requires the use of foreign 


mments, however, merely skirt on the edges of the many 
involved. Should the Bank require that war-devastated mem- 
tries accomplish vital phases of their reconstruction work with 
local resources when the tasks could be performed more ex- 
efficiently and quickly with borrowed dollars? Should 
ne periods be set for the completion of the over-all reconstruc- 
For example, could the Bank legitimately deny a credit 
ld accomplish basic reconstruction in five years on the 
it the member could complete the task unaided in twenty? 
tent should reconstruction programs be planned on a regional 
tal, rather than merely national, scale? 
rpretation should be given to the requirement in the Bank’s 
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Articles of Agreement that decisions should be nonpolitical in view of 
the close interrelationship between politics and economics in the cop. 
temporary world? Finally, to what extent, if any, will the Bank require 
that members use up official gold and hard-currency assets and requisi- 
tion and sell private foreign assets before applying for reconstruction 
credits? Some of these questions are crucial to the determination of a 
broad line of Bank policy in respect to reconstruction. 

If these policy issues are not dealt with directly, it is possible that the 
Bank will find itself making a series of ad hoc decisions which will not 
always be consistent with one another, and that the institution will, 
accordingly, be charged with favoritism or yielding to narrow political 
considerations. 

Where the services or facilities to be rehabilitated are basic to the 
‘member nation’s economy, there will be a stronger argument for Bank 
financing than where they are subsidiary or dispensable. This would 
apply particularly to transportation, coal, power and other facilities 
which must be restored before the devastated nation can make sub- 
stantial progress in the remaining work of reconstruction. A second 
factor is whether the devastation has been sufficiently general to cause 
such a lowering of productivity as to make labor scarce in relation to the 
urgent work to be performed. A third dimension of the problem is the 
relation of the reconstruction loan projects placed before the Bank to 
the entire economy of the borrowing nation and to its economic relation 
ships with the rest of the world. 

In many cases it would appear that the extent and timing of recon- 
struction assistance by the Bank can best be measured in terms of over- 
all, comprehensive, national reconstruction plans—such as the Monnet 
Plan in France—which are interrelated in their fundamental aspects and 
contain both production goals and scheduled flows of raw materials, 
semi-manufactures, finished products, equipment and labor. A reason- 
able condition of Bank assistance would be maximum employment by 
the borrower of his material and human resources in the national recon- 
struction task. Finally, to ensure a rough equity of treatment of the 
various claimants, it would seem reasonable that, other things being 
equal, the extent of assistance should vary more than proportionately 
with the extent of devastation. 

There will be other cases, however, where programming on a col- 
tinental scale is clearly requisite if the restoration of the productive 
capacity of devastated areas is to be achieved efficiently and in such 4 
manner as to provide a sound and durable organization of the total 
economy. Loans for the restoration of European coal production, for 
example, could most profitably be considered in terms of a continental 
coal program, based on stimulating the most immediately productive 
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assuring a rational flow of fuel to those nations which most 

| it. This might involve such related problems as readjusting 

rading agreements which require uneconomic cross-hauls of 

hipment of coal surpluses to hard-currency countries rather 

evastated member nations. 

same considerations would apply, with perhaps even greater 

redits for the restoration of European rail transport and power 

National plans are often based on a compartmentalized conception 

rid economy and involve creation of hothouse industries which 

rvive the gales of competition under multilateral trading. Ap- 

broad criteria of continental economic development in the 

nding program would obviously create many difficulties. 

at least, the Bank’s loans must be made on a national, rather 

rnational basis, since the Articles of Agreement provide that 
rs or guarantors must be member governments. 

es of Agreement state clearly and explicitly that the Bank’s 

es should be dictated purely by economic considerations 

ird to the politics of member nations. Efforts might be made, 

deny loans to nations, not because their political policies are 

e, but because the economic consequences of those policies 

detrimental to the expeditious achievement of world 

While the dividing line between political and economic affairs 

es obscure, it is felt that any attempt to evade the nonpolitical 

he Bank by indirection would destroy much of its prestige 


rence to the suggested requirement that members seeking 
loans should be required to requisition and/or sell sub- 
yrtions of their public and private gold and foreign ex- 
it could be maintained that this would defeat some of the 
hich the International Fund was set up, accentuate the 
mcentration of gold and key currencies, and weaken the 
bers to withstand balance-of-payment stresses. All this 
the long run. However, in the short run, the Bank will be 
fact that its available lending power is insufficient to 
re than the most essential tasks of world reconstruction. 
hort-run criterion would, therefore, be to extend recon- 
t only where it is most essential, only where it provides a 
petus to production and only where the borrower has no 
ible alternate source of funds. Moreover, to the extent that 
are employed with maximum efficiency and concen- 
repair of critically important sectors of devastation and 
rld-wide economic revival will be stimulated and the 
lollar becoming a “scarce currency” will be reduced or 
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averted. A criterion which might be applied to determine the ap. 
propriate extent of requisition and/or sale of gold and exchange asset; 
is that holdings in excess of members’ quotas in the Fund, together wit) 
whatever private exchange balances they may need for normal com. 
mercial purposes, are excessive. This would be a drastic decision for the 
Bank to take, but it would appear legitimate under present circum. 
stances. 

Reconstruction of war damage is not conceived of in the narrow sens 
of restoring to life those specific productive facilities which were de. 
stroyed by war. The restoration of obsolescent equipment, of uneconum. 
ically located plants, of redundant industries and of hot house enter. 
prises which led a precarious life behind high tariff walls would mere) 
serve to perpetuate economic maladjustments and preserve the rabbit 
warrens in which international depressions breed. The war has removed 
a great deal of economic débris; it has made it possible for nations t 
commence rational economic reconstruction without incurring heavy 
write-off costs on that part of their obsolete equipment which must be 
scrapped. 

The Bank will presumably define reconstruction in terms of restoring 
a nation’s gross national product to the level prevailing in a pre-war 
base period. Thus defined, the problem is to assist member nations i 
utilizing their available resources—raw materials, transport facilities, 
fuel, power, plant, idle manpower, existing technical and managerial 
skills—so as to restore pre-war output levels on the basis of a sound, 
stable economy and on a basis involving minimum loan assistance. 

Some of the broad criteria to be considered in reconstruction pro- 
gramming might be: (a) efficiency, or optimum use of productive re- 
sources to achieve a given gross national product with minimum human 
and material resource expenditure; (b) stability, or minimum reliance 
for national well-being on those foreign trade goods which are subject to 
rapid fluctuations of demand and price; (c) diversification, or reduced 
dependence on a small number of productive processes; (d) viability, ot 
minimum development of production facilities which can exist only asa 
result of unreasonable protective and restrictive legislation; (e) balance, 
or reconciliation of reconstruction and developmental projects on 4 
continental or world scale to prevent that creation of specialized excess 
capacity which is likely to ensue when a group of nations simultaneous) 
plan expansion of the same industries; (f) integration, or fostering 4 type 
of economic development which will permit eventual simultaneous an¢ 
eflicient employment of idle labor, resources and plant without involving 
investment requirements for full employment which are out of line with 
the capacity of the member nation’s propensity to save, or which imply 
continued recourse to the Bank for additional funds; (g) growth, o 
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uate concentration on industrial and other facilities, the long-range 


| for which is likely to increase; (h) repayment, or financing pro- 
h will create balance of payment surpluses in the borrowing 


Wil 


ber’s economy sufficient for servicing and repayment of loans 


supplies programming, or concentration on types of develop 


t which do not make exorbitant demands on over-strained produc- 


acilities in the countries wherein the International Bank credits 
ated, resulting in inordinate postponement of the delivery of es- 
naterials and the possible creation of excess capacity in the 
g nation. The relative importance of these suggested criteria 
iturally vary in accordance with the problems and economic 
res of the countries seeking credit assistance. 
reconstruction loans, development credits are designed to 
productive facilities in areas where they did not previously 
se to expand existing ones. The principal directive which the 
this sphere is to encourage the development of ‘‘productive 
resources in less developed countries.’’ The Bank evidently 
to give special consideration to the developmental needs of 
developed areas of the globe—most of Asia, Africa and Latin 
Whereas the bulk of reconstruction credits will be concentrated 
ith highly complex and integrated economies, the develop- 
eds of members will be related to the extent of their economic 
ss and to the extent to which they possess inappropriately 
human and material resources which can be mobilized to 
ductive facilities 
terpretation, once the repair of war damage and dislocation 
as occurred and once reconversion lending has run its course, 
5 primary responsibility will be to extend industrialization, 
portation, inanimate power and scientific agriculture in 
s of the world which presently lack them. The Bank has been 
task in Article I, Section (i) of serving as an agency for the 
nation of the industrial revolution. To the extent that it 
will serve as an international equalizer of power resources, 
agricultural productivity and consequently of living 
public health. 
this tendency to concentrate on undeveloped areas, the 
nintentionally accelerate the secular shift of economic 
irom Western Europe and the British Isles. Its activities 
to diversify the significant channels of international trade 
the scope of the metropolitan-colonial trade pattern; import 
ral and mineral raw materials, export of finished consumer 


g the frontiers of industrialization will inevitably involv 


WAR 17 
aj 
r Wit 
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vertical as well as horizontal development of economically backwar, 
areas. A mere extension of plantation agriculture and mining in thes 
regions would not, in most cases, accomplish the directive of “raising 
productivity, the standard of living and conditions of labor... 
Where it is economically feasible to do so, it would appear desirable tha; 
developmental credits for backward areas provide for the creation oj 
processing facilities, of varying degrees of intricacy, in the raw materials 
producing nations. 

If it becomes the major source of international investment in the post. 
war world, the Bank will serve to a large extent as the regulator of jp. 
ternationally financed industrial development. Among the main prob. 
lems confronting its experts will be determining the most economic 
location for those new industries which it is called upon to finance and 
estimating the rates at which the global capacity of various industries 
can be expanded without creating instability and endangering loan r- 
payment. These are not merely technical questions. They involve 
decisions, to the extent that the Bank is called upon to act affirmatively, 
as to the shaping of the world’s resource and production structure and 
as to the geographical pattern of industries. The Bank will have to 
weigh against each other such considerations as the freezing of un- 
economic concentrations of industries in ill-adapted areas versus the 
social dislocation which might result if existing labor and productive 
plant facilities were stranded by reason of the financing of more efficient 
productive facilities elsewhere. 

While the Bank will have complete latitude to cooperate with the seli- 
governing “less developed countries” in financing their emergence toa 
more advanced economic plane, it will be powerless to give similar as- 
sistance to colonies and trusteeships without the concurrence and loan 
guarantee of the mother country. Where metropolitan governments 
pursue policies of restricting the economic evolution of their colonies to 
mere extraction of agricultural and mineral production, the Bank will be 
unable to affect the situation directly. 

Through a judicious use of its power to make developmental loans, 
the Bank could contribute to mitigating the impact of international 
cyclical fluctuations and stabilizing world economic conditions. A cer- 
tain proportion of its lending capacity could be set aside for projects 
which would contribute in eminent degree to this purpose. Obviously, 
such projects should be technically of such a nature that work on them 
can be accelerated or retarded at will; they should require periods 0! 
many years for their completion; they should involve a high proportion 
of capital goods imports in relation to the total loan programs, and the} 
should entail large simultaneous local currency investment by the bor- 
rowing countries. Combined hydroelectric developments, involving 
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gation, navigation and flood control, would be peculiarly 
s purpose. Railroad construction and modernization pro- 


standpoint of the lending nations, loans of this character 
involve net capital creation and the usual magnified 
stimulus to income and employment, but would concentrate 
tial impact on the capital goods industries which generally 


st Irom Gepressions. 


tandpoint of the less developed borrower nations, ac- 
ise of these loan commitments would help to counteract the 


direction of private capital flow and the deterioration in 

s of trade which are such characteristic features of depression 

veloped, raw materials exporting nations. The fact that 

al currency investments would have to be synchronized with 

tal imports would provide an inflationary effect on the economy 
wer as well as that of the lender. 

ram of this character would not involve leaving a large portion 

Bank’s capital uncommitted. Loan authorizations could bemade at 

The rate of disbursement, however, would have to be inversely 

international business conditions. To ensure the most 

, ts, it would be desirable to distribute loans of this char- 

rrowers whose ratio of international trade to national 

s high and whose exports have proved historically to be highly 


rid cyclical movements. 


III. Lending Capacity of the Bank 

capital of the International Bank is $10 billion; the 
tal subscription of those nations which are now members 
and the formal entry of six additional nations will 
subscription to about $8 billion. The first two per cent of 


ns, whicnd 1s payable in gold or dollars, Nas aire ady 


4 
next id per cent, payaDie in the al currencies O 
13 1 
ave been called by May, 1947 he remaining 80 per 
+ ] } > > 
i i Une B ink void or dollars, D ) to the extent 
losses m tne Bank S loans Or guarantees. 
\f 7. the Bank will have; ne 14 
17, the Bank will have acquired some $720 million in gold 
ibout $80 milli n in ard currencies and approxi- 
less réadli\ nvertible currencies. This is the 
aNK SCa a I ca St ) Make direct loans 
Dank W we obliged to rely hea on the mone} 
a a on t A erican I. arket to 
sive global requirements for re struction and dev: 


{ 
sing also be suitable. 
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While federal and state legislation governing United States com. 
mercial bank investments and use of fiduciary funds at present restrict 
the purchase of International Bank obligations by these institutions, jt 
should not be impossible to obtain eventually from the United States 
money market the balance of approximately $6,400 million which the 
Bank would be legally entitled to lend. Existence of large accumulations 
of idle funds in commercial banks, savings banks, insurance companies, 
endowments and in the hands of the public; inability to earn attractive 
interest on other gilt-edged bonds and debentures, and the comparative 
safety of the Bank obligations would combine to make bonds and 
debentures of the Bank desirable securities. 

The market has, however, had little experience with comparable in- 
ternational instruments and foreign bonds are not in particularly good 
repute at present. Accordingly, it is possible that initially the Bank’s 
obligations will not be received with enthusiasm. As a means of self- 
protection, the Bank may find itself obliged to feel out the market with 
small flotations in a cautious manner. It may be similarly compelled to 
concentrate on safe loans as a means of obtaining the confidence of 
private capital, without which it cannot develop and expand. To the 
extent that either of these things occur, the International Bank will find 
it increasingly difficult to satisfy the immense reconstruction credit 
requirements of the world at a time when United States governmental! 
lending for reconstruction purposes will be dwindling. 

An alternate possibility is that the Bank will find means of borrowing 
the funds it requires during the next two to five years and will be so 
swamped by the huge volume of legitimate requests for reconstruction 
assistance that the bulk of its lending power will be obligated.’ In this 
event, the Bank would lack funds to carry out its long-range function of 
guiding and stimulating the development of world resources and in- 
dustries. Receipt of additional funds through loan servicing and repay- 
ment will not materially improve this situation at first, because the 
Bank’s loans will be long-term, with liberal repayment provisions for 
borrowing members who suffered heavy war devastation. 

The total lending power of the Bank cannot exceed subscribed capital, 
reserves and surplus, an unusually conservative provision which is ap- 
parently based on the pessimistic assumption that all the credits ex- 
tended by the Bank might default simultaneously. 

There are several devices by which the Bank might, at some subse- 

1 By comparison, between V-E Day and September 30, 1946, Congress authorized direct 
credits and grants of $4.35 billion; the United States contributed $2.7 billion to UNRRA; 
the Export-Import Bank approved $2.2 billion of loan commitments; over $2.1 billion of lend- 
lease goods was transferred to foreign governments; surplus property with an original cost 0! 


$5.9 billion was sold abroad on cash or credit terms, and over $0.4 billion of civilian supplies 
was given away in occupied countries. 
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ie quent date, expand its total lending power. By affirmative vote of three- 

on fifths of the members having four-fifths of the total vote, the Bank may 
= nd the Articles of Agreement, eliminating the restriction of Bank 

ling authority to the combined capital and surplus of the institution. 
~ By a three-fourths vote of the total voting power, the Bank may increase 
1. ts authorized capitalization to any extent desired, offering new shares 
= the member nations, but not, of course, requiring any member to 

hase those shares. 

All these actions can be vetoed by the United States (which possesses 


r 25 per cent of the total voting power), but not by any other single 
member nation. The Bretton Woods Agreement Act, Public Law No. 
79th Congress, approved July 31, 1945, provides that the President 

United States shall not agree to any amendment to the Bank’s 

om \rticles, to purchase additional stock in the Bank or to loan of govern- 
funds to the Bank without statutory authority from Congress. 
If Congress should subsequently decide in favor of an increase in the 
ing authority of the Bank, possibly the most effective method of 
lishing this would be to raise the ceiling on Bank loans to twice 
Bank’s capital and surplus. This would increase the scope of the 
tion without entailing additional American appropriations or 
ae adding to the United States public debt. Even under conditions of acute 
on ind prolonged world-wide depression, it would appear that a two-to-one 
f loans to capital would not involve the Bank in major financial 
A hypothetical illustration will make this clear. 

Assume that world depression occurs at a time when the Bank has 
tal of $8 billion, outstanding loans of $14 billion, cash of $500 
ion, and an unused borrowing authority of $1.5 billion. Under ex- 

tremely adverse circumstances, one-half of the Bank’s borrowers might 

rced to service their loans in local currency for the maximum 
ermissible period of three years. Since the Bank must continue to 
interest and amortization of its debentures in hard currency or else 
to default, this would undeniably create a problem. If the Bank 
paying an average of three per cent interest and four per cent 
‘tization, it would be obliged to find $490 million a year for three 
, or a total of $1,470 million. It could accomplish this in the fol- 


ce ng manner: In the first place, it would probably have a minimum of 


ion in gold, hard currencies or safe government obligations, 

P representing about a third of the 20 per cent of their capital subscription 
: vhich members had paid into the Bank. Secondly, if the Bank had been 
erating for, say, five years prior to the depression with $5 billion of 
s outstanding on the average over the period, it would have ac- 
ost mulated $250 million to $375 million in a special reserve to meet loan 
plies osses. Assuming the lower figure, the Bank would find that it had to 


mn 
I 


4 
>t 
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acquire an additional $720 million by calling up 11.3 per cent of that 
portion of its capital which had not been paid in. After doing this, jt 
would meet all losses during the three-year period and still have $5,689 
million of unpaid capital subscriptions which it could call into play to 
the extent that further suspensions of loan servicing by borrowers made 
this necessary. 

The logic behind this arithmetic is clear. The Bank has two sources of 
strength which should enable it to weather any cyclical depression which 
does not degenerate into secular stagnation. First, if the Bank carries 
out its intent to make long-term loans at low interest rates, the annua! 
service obligations of borrowers will not form a large proportion of 
their outstanding loans. Secondly, the Bank has $6,400 million in the 
unpaid capital subscriptions of members which constitute its last line 
of defense against epidemics of defalcation. About 40 per cent of this 
$6,400 million is payable in dollars, about 16 per cent in sterling, and an 
estimated 15 to 20 per cent in other currencies which are likely to remain 
strong throughout depression periods. 

Moreover, since the Bank may avoid depression-caused defaults by 
permitting borrowers to service their obligations in local currency, 
would have an excellent chance to recoup its losses during the upward 
phases of the business cycle. 


IV. Elasticity of Repayment 

Uncontrolled private foreign lending has resulted historically in waves 
of default, the most serious of which occurred in 1929-33. One of th 
basic causes of these defaults was that international portfolio invest 
ment consisted primarily of bonds and debentures with rigid servicing 
obligations, often protected against depreciation by a gold clause. Thi 
rigid structure of repayment proved incompatible with the conditions 
prevailing during cyclical breakdowns of the international econom: 
Flight movements of short-term capital, erratic fluctuations in nev 
foreign !ending and changes in the physical volume, price levels ai 
terms of international trade, particularly such changes as were depré 
sion-born, often made it impossible for debtors to service. The in- 
elasticity of the debt instrument made defaults frequent. 

The chain of evils that followed the debt defaults of the depress! 
included repatriation of defaulted obligations, continuance of t 
default when only partial default was economically justified, and, less 
frequently, outright repudiation of the debtor’s foreign obligations. 

The Bank provides sufficient elasticity in respect to direct loans t 
nake such defaults less likely. Repayment by a member in his own cu! 
rency may be permitted for a maximum of three years. The member 
naturally obliged to guarantee the exchange value of his local curre! 
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nents, and satisfactory provisions as to conversion of the local 
repayments into the currency of the loan funds must be pro- 
| for. In addition, or alternately, “the Bank may modify the terms 
rtization or extend the life of the loan, or both.’’ These provisions 
be resorted to when the borrowing nation is faced with “‘an acute 

ge stringency.” 
[hese broadly conceived measures of palliation leave the Bank 
Executive Directors with discretionary power to relax loan conditions to 
extent necessary whenever depression and economic breakdown 
lhe Bank would, of course, suffer direct losses whenever it readjusted 
service payments down to a point below its administrative costs plus 
the expenses it incurred in borrowing the loan funds from the money 
rket. To the extent that it relied on the local currency repayment 
sion, however, while the Bank’s position in hard currency and gold 
| be temporarily weakened, there would be no necessary long run 


a 


[he above provisions should be sufficient to meet all ordinary depres- 
ditions, provided they are realistically applied. The local cur- 

rency repayment provisions would tide borrowers over brief recessions, 
t over long ones. In the former case, borrowers would resume 

ir servicing during the period of revival and would, at the same 

be obliged to begin repurchase of their local currency from the 


It is nonetheless possible that the three-year limitation on local- 
repayment of loans will not prove to be a particularly wise 
n. Uniform servicing of obligations to the Bank in local cur- 
ith exchange guarantee, plus contractual provisions compelling 
rrower to devote given proportions of his estimated balance of 
ents surplus to repurchase of his currency, might have permitted 
rational flow of repayment. Unlike the readjustment provision, 
ent in local currency permits upward, as well as downward, 
ns in the transfer burdens imposed on debtors. It serves to give 
a status similar to that of equities and reduces or eliminates a 
factor of rigidity and cause of dislocation in international balances 
ents. It should be noted that the possible disadvantages of the 
ear limitation on local-currency servicing are mitigated by the 
embers to use the Fund to ease the difficulties of transfer. 


V. Control over Bank Operations 


{he Bank has evidently decided to place primary stress for the present 
sale of its own obligations to the public, rather than on guarantee- 
ns made by others. This appears to have been the only possible 


104 THE AMERICAN ECONOMIC REVIEW [MARCH 


decision. By borrowing directly from the market, the Bank will auto. 
matically pool the risks of its loan portfolio, obtain its funds at a mor 
uniform cost, and be in a position to decide on the interest and amortiza 
tion charges which borrowers must meet on the basis of far broader 
considerations than the vagaries, prejudices and experiences of t} 

money market. By selling its own debentures, the Bank will reduce th 

temptation to concentrate on loans which meet the approval of the i; 

vestor but do not necessarily effectuate the purposes for which the Bank 
was founded. It is believed that borrower nations will prefer to obtain 
funds directly from the Bank on the theory that the terms will be mor 
realistically conceived and that the approved loan purposes will stress 
over-all development of the borrowers’ economies. 

Che Bank will presumably desire to have great freedom of action, not 
only in establishing the terms of loans and varying them as circum 
stances require, but also in making adjustments in the types of currency 
made available for projects in accordance with changes in world-wid 
market and supply conditions. The Articles of Agreement definite}; 
restrict the authority of the Bank to lend or convert into other cur- 
rencies the funds at its disposal. These limitations may become onerous 
during the first period of Bank operations, but will be progressive) 
relaxed thereafter. 

The Bank will start operations with some $800 million of gold and 
hard currencies received from paid-in capital. These funds may not be 
loaned or transferred into other currencies without the approval of th: 
nations which contributed them. The same ban applies to repayments 
of principal of loans made with these funds, but does not apply to it 
terest receipts from the same source. 

If the Bank borrows from the money market of a member natio1 
which it can only do with that member’s assent, it is free to convert th 
funds thus received into other currencies at its pleasure. This gives tht 
Bank enough latitude of action to enable its borrowers to import goods 


with their loan funds from the most satisfastory world sources of supp! 
For example, if a nation borrowed $50 million from the Bank in Belgiar 
s to finance an electric power development and if its engineers 
discovered, after the project was underway, that price or other c 
siderations made it desirable to shift a portion of the purchase orde! 
rom, say, Belgium to Czechoslovakia, then the Bank could sell som« 
ts francs, which it had borrowed in the Belgian money market, | 
Czechoslovak crowns. This permits a considerable degree of flexibilit 
in va g the different currency components of the Bank loans ma 
with borrowed funds. If no such provisions existed, the prohibit 


against ‘‘tied’’ loans, 7.e., requirements that loan proceeds be spent ! 
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roods of the nation in whose currency the loan was floated, would be 
gless. Each currency in which the Bank operated would then be 


, water-tight compartment and all loans would, of necessity, be tied. 


intricate provisions governing the use and convertibility of the 


k’s funds serve to emphasize the falseness of a widely held popular 


f that the Bank will be controlled by nations which are chronic 
rs and, therefore, believers in what the late Lord Keynes termed 
euthanasia of the rentier.’’ While it is a fair assumption that the 


nk will favor low interest rates compatible with full employment 
gramming and an expansionist world economy, this will be a con- 


ence, not of any preponderant debtor voice in the councils of the 
, but of the fact that the world’s treasuries have learned from the 
riences of the great depression and from the doctrines of modern 


nomic theory. 

[he control of the Bank’s affairs rests in actuality very largely in the 
is of the United States. Based on a total capital subscription of 

670 million, the United States casts 37.5 per cent of the total vote 


together with the United Kingdom, wields an absolute majority of 


} per cent.” Since the Bank will obtain the bulk of its funds from the 


| States market, it is worth noting that United States government 
is required before the Bank can either borrow in the United 
s or lend or transfer any portion of the United States paid-in 
bscription. The extent to which the Bank will be able to func- 
tribution of voting contro] in the Bank and Fund reflects the shift of economic 


the Eastern to the Western Hemisphere and away from Western Europe. 
r as the International Bank is concerned, 49.8 per cent of the total voting power is 


Western Hemisphere nations, despite the fact that this hemisphere contains only 
ent of the population of the globe. The British Commonwealth of Nations (in- 
g India and Egypt, but excluding Eire, Australia and New Zealand which are not mem- 


28 per cent of the total voting power. 


ikdown of voting power by continents is as follows: 


North America 45.6% 
f which, United States) (37.5%) 
South America 4.1% 
Europe 34.1% 
of which, Western Europe) (29.3%) 
(of which, Eastern Europe) ( 4.8% 
Asia 13.2%, 
Africa 2.59, 


rtionate breakdown is very largely affected by the failure of the U.S.S.R. to join 


f the United States in the Bank is immense. (a) The United States may veto 

f funds in its territories. (b) It may veto any amendment to the Articles of 

proposal to increase capitalization. (c) It will command a majority vote 

Bank with the aid of any combination of the following supporting votes: (1) the United 

tte; (2) the Chinese and French vote; (3) the votes of any three Executive Direc- 
ed the Executive Director with the least voting power is not one of them. 


+} 

k or Fur 
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tion as an international institution will to a large extent depend on the 
willingness of the United States to give the Bank freedom to borrow and 
lend dollars at its discretion. 
VI. The Réle of Private Invesiment 

What réle remains for private investment? The Bretton Wood 
Articles of Agreement state that the Bank may extend credit only jf 
a) the member nation in whose territory the project is located is eith, 
the borrower or loan guarantor and (b) ‘‘the Bank is satisfied that in th, 
prevailing market conditions the borrower would be unable otherwise to 
obtain the loan under conditions which in the opinion of the Bank ar 


le for the borrower 

Even if the Bank’s lending power remains adequate for a long time t 
come to meet legitimate foreign credit requirements, a large and lucra 
tive preserve will still remain for the private investor. 

This reserved area would include: 

a) Flotations which are backed by such excellent collateral that 
1e Bank refuses to participate on the grounds that the private capital 

market can provide funds on reasonable terms. 

b) For the present at least, the securities of certain non-member 
nations, such as Australia, New Zealand, U.S.S.R., Sweden and 
Switzerland. 

Securities of private enterprises in the territories of member 
nations which are offered without guarantee by the local government 
its central bank or comparable agency. 

d) The entire area of equity financing plus those direct invest 
ments which do not involve security flotations of any sort. 

Within the narrower area of sale of foreign government bonds, it i 
possible that the Bank will lend at interest rates which are so mucl 
lower than those which private investors find attractive that it 
automatically preémpt this field. On the other hand, the Bank may e1 

rage both capital participation and risk sharing by private investors 

\pproval by the International Bank may eventually be regarded | 

vy market as the criterion of soundness and solvency in respe 
st long-term international borrowing by governments. 
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CONTROL UNDER IMPERFECT COMPETITION 


By M. BRONFENBRENNER* 


er is concerned with first recalling, then developing a few 
simple propositions in the theory of imperfect competition 
e been neglected in wartime and subsequent controversies 


price controls of the OPA type. Analysis is limited to the 
the individual firm and industry, and to a short run in which 


f firms in any industry remains sensibly constant. No at- 
de to discuss such macro-economic problems as the effect of 
“production as a whole” in an “‘imperfectly competitive 

Nor is attention paid to the complex of additional problems 
e extreme microeconomic end of the scale, from the impact 
| on patterns of joint production within imperfectly com- 


I 


the OPA appear to have been generally successful in 

the public and its Congressmen “‘free’’ competition as the 

native to regulation, and convincing them further of the 

eased production (sometimes at lower prices!)! following 

of controls. The first of these statements is a simple 

We shall confine ourselves to considering the extent to which 
s to hold when the first is abandoned. 

the price of a commodity will induce increased output 

tition, both in the short and in the long run. Under im 

tition, however, the proposition that price control can 


economist in the research department of the Federal Reserve Bank of 


e professor of economics at Roosevelt College. The views expressed 
ersonal and d t represent conclusions of the Federal Reserv: 
rve Bank Chic go 
igazine forecasts of fairly early price decline following decontrol car 
groups, according as they do or do not rest on notions of “economies of 
I olve implicit notions of declining marginal cost and supply 
st) universally incompatible with the free (atomistic) con 
postulated by the same writers’ reliance on “supply and demand.’ 
pular anti-OPA writings, it seems after an informal] survey, do in 
tr t of falling costs and free tition. A min ority, whic] 
cur to the right, following l supply of iteria 
ttle if any more respectable. Its fore ts lack adequate considera 
i for the increased s Ipplies, aS Well as of demand increases out of in 
ncreased production. Logically impeccable but factually question- 


aller minority which expects demand curves to shift substantially to 
y smal] increases in output are sufficient to remove particular commodi- 
scarce”’ category. 
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increase output while lowering price is at least as old as the first editio; 
of Professor Pigou’s Economics of Welfare, and owes its usual diagran 
matic demonstration to Mrs. Robinson’s Economics of Imperfect Com 
petition.” Control has the effect of collapsing, so to speak, the imperfect 
competitor's demand and marginal revenue curves to horizontal lines 
at the hxed price of OP (in Figure 1), whereas the “‘shadow”’ or “y; 
controlled’ demand curve D and its corresponding marginal reve; 


Mc 


FIGURE 1 


MR continue upward, as shown by the broken lines of the 
rhe firm, if unregulated, would maximize profits by selling 0% 


satUl Contr is results not only 1n a price ceciine (} In 


also in an output increase (Q’Q). The simultaneous i 
ase of output and lowering of price may hold not only for OP fix 


petitive’ price where marginal cost equals demai 
OP fixed even lower, at any point above OP’, wh 
$ brium marginal revenue under uncontrolled imperfect cor 


il application of the analysis illustrated by Figure 
stot ntrol of monopoly or to what Professor A. P. Lerner ca 


ns of The Economics of Welfare are Sec. 11 of Chap. 21 and Se 


\ x III. In The } noes f Imperfect Com petition. see Sec. 1 of Chap 13, and parti 
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nterspeculation.”’ The war-economy or OPA type of control, how- 
nay go further, fixing OP consciously below its current competitive 

. The actual level chosen may be a pre-war or a “normal’’ com- 


e titive one. The question no longer relates to monopoly control in the 
n sense, but goes further in the interest of preventing inflation or 
nnelling resources into war uses. 
Such an instance is shown on Figure 2. Price is fixed at OP as before, 
. 
pt 
Pe 
P = 
pres 
\ 
\ 
MR 
Q' Qe 
FIGURE 2 
is case lies below OP” as well as below OP’. The output OQ, 
K w the competitive level OQ”, remains above the uncontrolled 
competitive level OQ’. 
. stration indicates among other things the unwisdom of un- 
c ng proposals for decontrol when OQ reaches a specified 


as the 1941 output or an equality of supply with demand 

t OP—if the alternative is an imperfectly rather than a purely com- 
ve level of production, 1.e., if the alternative to (OQ, OP) is (OQ’, 
her than (OQ”, OP”’), since decontrol under imperfect competi 

se production declines below these satisfactory standards. 
competitive conditions, an inelastic marginal cost curve 

t drastically the production increase (0Q”) achievable by de- 

| force a sharp increase from the controlled to the competitive 
PP’) with a relatively small addition to output. (Extreme cases of 
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absolute inelasticity may be caused by absolute scarcities of raw mat, 
rials or components, or by industrial disputes at strategic points in ¢} 
productive process.) 

An elastic competitive supply curve, however, does not necessarj 
imply a strong case for decontrol—monopoly considerations asjq 
Particular circumstances, varying as between commodities, will dete; 
mine whether or not the increase in production is considered desirab| 
socially. If the commodity is a peacetime one competitive in producti 
with military output, or a luxury item competitive in production with 
scarce necessities, the increased production may not be an unmixed 
blessing. The decision as to the desirability of decontrol must involy, 
not only the commodity to be decontrolled but its close substitutes j; 
production. 

Whenever OP is set below the competitive price OP”, or whenever 
OP” rises above a regulated price OP which is maintained rigid); 
“hold-the-line”’ principles, a fringe of unsatisfied demand makes it: 
appearance. Its extent is indicated by the length of the line AA 
Figure 2. Under our present assumptions, but unfortunately not in t 
real world, the converse proposition also holds; the presense of an 
satisfied fringe of demand demonstrates the fixation of price below its 
competitive level.* Rationing, formal or informal, private or pub! 
voluntary or involuntary, is required to maintain control under t! 
conditions. 

An excess of zeal on the controllers’ part is certainly conceival 
which will set OP below OP’, or maintain it constant while OP’ rises 
above it, thus restricting production unintentionally below ever 
imperfectly competitive quantity. These are also instances in ¥ 
particularly large price increases may be expected following decont: 

The point to be stressed in conclusion, however, is that price cont 
under imperfect competition may result in output increases abov: 
imperfectly competitive level, even when the controlled price is set 
below that which would have prevailed in the absence both of cont: 
and of imperfect competition. 


II 


The foregoing analysis, both verbal and diagrammatic, has proce 
under certain suppositions, none of which is borne out precisely in | 


3 In the real world, the problem is complicated by the artificial creation of scarciti 
producers anticipating or hoping to induce decontrol of their products, or possibly an inc 
in OP. These contrived scarcities and producer “strikes,” restrained during the war by 
siderations of patriotism, appear to have been the basic factor in the apopletic der 
OPA’s main body in October and November, 1946. The scarcity (or strike) case does 
formally invalidate the argument in the text, for its effect is to tilt MC upwards (te 
ily) to a vertical line, thereby forcing a (temporary) increase in OP” which in turn brings 


on a fringe AA if OP is held constant. 
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ndustrial practice. Producers, we have supposed, seek to maximize 
profits. They expect control to continue through at least the 
future, or at the very least they consider it unassailable by 


sari t-down strikes” or withholding tactics which they may adopt. 
sid Consumer demand at and below the controlled price is unaffected by the 
leter nosition or withdrawal of control, or by the level at which the con- 
rab! trolling authorities set the controlled price. (This complex of assump- 
y 
i 
Pp Q ~ A 
pree D 
MR 
re) x 
FIGURE 3 


retained throughout the present paper.) Another implicit 

has been perfect enforcement and the absence of black 

ts. This can be dropped at relatively slight cost in the difficulty of 
sition and of its diagrammatics. 

~ market becomes a possibility whenever there exists a fringe 

tisfied demand at the fixed price OP, such as AA in Figure 2. 

r assumptions, this implies OP set below the competitive price 

there is a black market in operation, the demand curve for 

rket customers at prices above OP has as its maximum base a 

al to the fringe AA, and rises to the left of the upward ex- 

of D4 It is labelled Dy in Figure 3. The corresponding marginal 

itisfied buyers harbor scruples against black marketing or are prevented from 

selves of black market conditions, Dp may be expected to bear approximately 

to D extended upward from OP which AA bears to (0Q+AA). (This ap- 


ngs loes not allow for special favors to unusually loyal or wealthy customers, which 
1A among the impoverished and the mobile.) The percentage by which Do 


> 
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revenue curve, likewise lying to the left of MR, is labelled MR,. The 
producer, maximizing his profits in accordance with the general prin- 
ciples of price discrimination, equalizes marginal cost simultaneously 
at OP with marginal revenue in both white and black markets. The 
resulting output is OQ, of which OQ, is sold on the black market at a 
price OP» which will usually exceed (as here) the uncontrolled imper. 
fectly competitive price OP’, to say nothing of the hypothetical “com. 
petitive” price OP’’.® 

A simple relation can be set up on neutral assumptions between the 
black-market and the uncontrolled prices—apart from uncertainty 
premiums, to be discussed below. If consumers have no repugnance 
against black marketing, if the index of reprehensibility is the same at 
all black-market prices, Dp and MR, will be proper fractions of D and 
MR respectively. They will then have identical elasticities at all prices 
and will yield the same price results for equal marginal revenues. Under 
these circumstances, OP») and OP’ will be equal when the corresponding 
marginal revenues, OP and OP’”, respectively, are equal. This result 
can be generalized into a set of inequalities, so that we have OP,20P 
according as OPZOP’”. If repugnance factors operate in some such 
manner as was suggested in footnote 4, Do will be rendered less elastic 
than D, and OP, will be raised sufficiently to prevent OP SOP” from 
serving as sufficient condition for OP» SOP’. On the other hand, if the 
unsatisfied fringe of demand is concentrated upon the impoverished and 
the disloyal, as was suggested parenthetically in the same footnote, D, 
will tend to be more elastic than D. The upper branch of the inequality, 
or OP=OP’”, will no longer suffice for OP» =OP’. These two tendencies 
should operate against each other in practice—hence the reference t 
‘neutral assumptions.” 

Producers on their part are supposed devoid of scruples against black 
marketing.’ Nevertheless, if they must add an incremental premiun 
for uncertainty to their black-market costs, as is normally the case wher 
enforcement is attempted, a differential must be added to their black- 
market costs. This differential between black and white markets is taken 


at any black-market price falls short of the corresponding value of [A A /(OQ+A4A)]D may bx 
taken as an index of reprehensibility, or inadequate information, attached to black marketing 
at that price. If, as this writer suspects, this “index of reprehensibility’’ falls as the black- 
market price rises, Dg is consistently less elastic than D extended. 

5 So strong was the public expectation (fostered by opponents of price control) of OP’<0/ 
by the operation of virtual economic law, that it became front page news when meat prices 
rose above previous black market levels during the temporary decontrol in the summer 
1946. Cf. Chicago Sun, July 12, 1946, p. 1. 

* On the unsolved problem of the inter-relationships between law observance and profit 
maximization, with special reference to black marketing, see a trenchant but inconclusis 
paragraph by Fritz Machlup, ‘Marginal Analysis and Empirical Research,” Am. Econ. Ket 
Vol. XXXVI, No. 4, Pt. 1 (Sept., 1946), p. 547, n. 11. 


114 THE AMERICAN ECONOMIC REVIEW [MARCH 


aCK 


VW 


(7] BRONFENBRENNER: PRICE CONTROL AND IMPERFECT COMPETITION 113 


account by lowering of the black-market demand curve D» by the 


an ount of the added uncertainty premium. A black-market price OP» 


24 


rived from a diagram such as Figure 3 must be raised in conformity 

th this premium. 

[otal output OQ continues to exceed OQ’ whenever it would have 
so in the absence of a black market.’ It is now necessary, however, 

livide OO into two parts, of which OQ, is sold on the black market 

| 0.0 is sold legitimately. This legitimate portion QoQ may readily 


Jl short of the uncontrolled output OQ’ even when OQ is substantially 


excess of it. The less the fringe AA at the price OP, and the greater 


he public reluctance to deal on the black market, the greater is the 


probability that not only the total output OQ but its legitimate compo- 


t 0,0 will exceed the uncontrolled output OQ’ as in Figure 3. These 
circumstances, however—small and inelastic black-market de- 
and—are, paradoxically, the conditions which lead to a high black- 
irket price OPo, well above both OP and the uncontrolled OP’. 
Professor William H. Nicholls has proposed as more realistic a modi- 
se in which the black market and legitimate supplies are provided 
lifferent and separate concerns. A large, established, generally low- 
produces only for the legitimate market; close supervision or 
mpany tradition keep it from illegal or disreputable association with 
black market. Its output is then OQ, as in Figure 3. The unsatisfied 
{A would be catered to on the black market by smaller, presuma- 
new, higher-cost concerns whose combined marginal cost curve lies 
MC. If the black market is supplied independently by new high- 
t firms, output on both markets combined is higher than in the ex- 
le illustrated, since the black market supply must be added to OQ 
ther than included in it. On the other hand, the black-market supply 
wer and the black-market price higher, because of the cost differen- 


Mr. J. K. Galbraith carries the argument somewhat further, on the 
sis of his wartime experience in price administration,® and suggests 
stantial degree of incompatibility between certain forms of imper- 
mpetition and any black marketing whatever. A dominant firm 

a weather eye to unfavorable publicity tends rather to codperate 

he authorities by instituting informal or private rationing on its 
[ts opposition or recalcitrance, Galbraith does not state, will take 
ipposes linearity of the black-market demand curve—another “neutral” 

For the completely general (curvilinear) case, in which price discrimination as 

ite and black markets may increase or decrease total output depending upon 


mcavity” of the black market demand curve, cf. Mrs. Robinson, op. cit., 
5, esp. p. 190 ff. 


|. K. Galbraith, “Reflections on Price Control,’”’ Quart. Jour. Econ., Vol. LX (Aug., 1946), 
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the form of a withholding campaign, at once more genteel, more effe 
tive, and more profitable in the long run than black-market operatio; 

would have been.) Furthermore, “‘It is obviously easier to police a fey 
firms than many.’’® Price leadership, a frequent implement and a 

companiment of industrial dominance, also’ operates to inhibit black 
marketing; when the initiative in price changes has come customaril; 
from the selling side, the probability of illegal suggestions from buyers 
is decreased. Finally, prices have become “inflexible and even instit !- 
tionalized”’ under imperfect competition, “it is relatively easy to fix 
prices that are already fixed!’ 


Whenever a fringe of unsatisfied demand exists, whether due to a co. 
trolled price below its competitive level or to a producers’ “‘strik 


rth 
P wa 
1 
MR 
0 x 
Ro Re 
FIGURE 4 


against some aspect of price control, the bulk of present discussio1 

serts that output will rise or fall indefinitely with the controlled pr 

These propositions are carelessly stated even against a backgro 
upward-sloping competitive supply curves. Their unreliability 

conditions of imperfect competition is readily demonstrable, not on! , 


Ibid., p 481 
10 Ibid., p. 483. 
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arcity is induced artificially, but in two additional types of 


controlled price (in Figure 4) be raised from OP; to OP». 
n will fall off nevertheless from OQ, to OQ¢. This effect is quite 
black ral whenever the marginal cost curve MC cuts the price line at P; 
; ht of the point B which marks the discontinuity in marginal 


tne rignt 
uyer nder the higher price line at P:. It will also obtain when some 
stit inal cost curve as MC’ (in Figure 4) crosses both marginal 


liscontinuities before cutting either price line. In the second 
ch not the first, a further cut below OP, would have increased 
rther. 
f these cases are illustrated in Figure 4. The economic meaning 
| irst is simple. It is the old story of goose and golden eggs. The 
ril er of price increases to evoke saleable output is limited. Too large 
is worse than none at all. The illustration shows an overdose, 
not only above the competitive level but sufficiently far 
it to cut production through simple limitation of demand. A 
rease, all or part way to the “competitive” price (indicated 
tersection of D and MC) would have produced the desired out- 
ase above OQ,. In the second case, we have a highly elastic 
zontal) cost curve MC’. (This I have called a ‘‘Reuther”’ cost 
reasons to be clarified in the last section of this paper.) Any 
nsatisfied demand at either the old price or the new one is due 
r pressure against price control, and any black market is due 


1 


Sa factor. 
Neither of these cases, in which output falls despite a rise in price, 
lered typical or convincing for purposes of political argu- 
In Case 1 (costs following MC) there is a shift from a situation 
nge of unsatisfied demand (AA) to one without it. A black 
eliminated. The output decrease (QiQ2) is balanced at least 
y the transfer of OQ) units from black-market sale at OP» 
d substantially above OP: as shown) to legitimate channels. 
r interests are also quick to deny any intention to force prices 
‘‘competitive”’ level, even in industries characterized in fact 
perfections of competition. In Case 2 (costs following MC’), 
) black-market problem at either price, an unusual circum- 
elf, and no consumer pressure is added to producer demands 

r “4 reliet’’—abstracting from deliberate withdrawal of goods by 

er interests. 

\ more representative example is drawn as Figure 5. Here demand 
remains unsatisfied even at the higher price, for both OP; and OP; lie 
below the competitive level. Here production must rise with price— 

st exceed OQ,. There remains, as has been said, a fringe of un- 


etl 
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satisfied demand even at OP2, though its size is reduced from AA to BR 
Completely new black-market demand and marginal revenue curve: 
must be drawn to correspond with the changed prices situation. They 
are labelled Doz and MRo2, to distinguish them from Dm and MR,, 9 
the earlier situation. (Maximum black-market demand is now BB a 
OP; instead of AA at OP.) The new black-market price and quantit, 
OP 2 and OQo: are respectively higher and lower than they had beep 
before. The price result, which seems general enough though not strictly 


y 
Poo 
P \ 
01 \ 
P 
Do 
M 02 
MRO} 
0 x 
21 
FIGURE 5 


determinate mathematically, is the more interesting. If a rise in a con- 
trolled price is insufficiently large to eliminate the black market, it wi 
tend to raise the black-market price by raising black-market marginal 
revenue to the new price, not to lower it as one might suppose. (7! 
differential between black-market and legitimate prices will be nar 
rowed.) The cut in the quantity sold on the black market is in accord 
with expectations, and provides a supplementary addition to the in 
increased output marketed legitimately. The primary increase comes 
of course, from the additional production evoked by the price rise. 
The price controllers’ own answer to proposals to induce further pro- 
duction by granting price increases involves the notorious inclusion ‘ 
the price of (producer good) A in the cost of (consumer good) B. If the 
price of A is increased, production of B is allegedly impaired by higher 
costs unless a more than countervailing price rise is granted. Respect 
can be paid this viewpoint by indicating that any rise in any MC curve 


MARCR 


to BR 
Curve 
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al] MC curves have been held constant thus far ex hypothest) will serve 
to lessen any increases in production and magnify any decreases conse- 
nt upon upward movements of controlled prices. The process of pro- 
n of price changes operates under controlled imperfect essentially 
under controlled pure competition. As will be seen in the next section, 
however, increases in marginal cost do not necessarily require increases 
controlled prices; the basic argument of this paragraph is not water- 


IV 

We have seen in the last section that an increase in a controlled price 
nperfect competition with unchanging cost conditions may re- 
utput (and employment) instead of raising it, and vice versa. A 
panion case is more important, where increased costs, following, 
2. a Wage increase, operate to increase output and employment at a 
constant controlled price rather than decreasing it. I am not referring 
the elimination of monopsony by union organization, where the 
has become well known.” Reference is made rather to indus- 
ady highly organized, where some such argument as will be 
resented seems to have underlain the CIO “‘52-for-40 or Fight” wage- 
rease proposals of 1945-46. I am accordingly calling the special con- 
s required the “‘Reuther assumptions,” and using the name of the 
UAW leader who provided the drive’s intellectual leadership, completely 

hout authorization from Mr. Walter Reuther himself.” 

[he CIO policy aimed at maintaining the level of total consumer de- 
through the reconversion period, and eventually increasing it, by 
r basic wage rates simultaneously in several basic industries— 

eat-packing, automobiles, agricultural and electrical machinery, 
me transport. The increase was to be sufficient to maintain take- 
e pay despite resumption of normal peacetime hours and despite 
stwar downgrading both between and within industries. 
Wage increases generally operate to increase direct and marginal costs 
g the line. This effect is shown on Figure 6, where MC, indicates 
st situation prior to a wage increase, and MC, the subsequent 
ation. The increased wages throughout the economy were to main- 


development of this argument can be found in an article, ““The Economics of 


ollective Bargaining,”’ Quart. Jour. Econ., Vol. LIII (Aug., 1939), especially pp. 538-43. 

‘he presentation suffers from considerable naiveté as to the quantity the unions seek to 

ize, and from a persistent technical error in labelling productivity curves as though 

they were demand curves even in monopsonistic situations.) This article relies heavily in turn 
n Mrs. Robinson, op. cit., Chaps. 24, 26. 


‘ The arguments involved have been formalized and developed further in connection with 
nd round” of wage increases sought in 1946-47, particularly in the so-called “Nathan 
Robert R. Nathan and Oscar Gass, A National Wage Policy for 1947 |Washington, 

pp. 11-14.) The discussion which follows was largely worked out by my wife, Mrs. 
tan Andrus Bronfenbrenner, also without benefit of authorization by Mr. Reuther or Mr. 
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tain demand for the firm’s product at D; and output at OQ,, while th, 
OPA was to keep the controlled price at OP. Following the demobilizs. 
tion of the armed forces, demand was expected to increase to Dz, whic, 
would in turn increase output to OQ, and provide additional employ. 
ment for returning servicemen. Prices would remain at OP. No rationing 
would be required to satisfy demand. The firm would earn norma] profits 
though the profit per unit would be less than before the wage increas 


P 
. . 
> >. 
MC) 
1 


& 
FIGURE 6 


The final solution would be more desirable from labor’s point of view, as 
regards high employment, high wages, and low prices, than that whic! 
would have obtained at the previous wage level or in the absence 
control. 

As drawn, Figure 6 includes the first two of the three special assum; 
tions required for this idyllic and optimal outcome, from the CIO point 
of view. Dispute regarding their realism has not abated, either within 
or without governmental circles, despite the Administration’s official 
shift from admission to denial. 

(1) Both marginal cost curves MC; and MC; are approximately hor'- 
zontal or else decreasing in the relevant range.” They cut both MR; an¢ 
MR; at or below their discontinuities at OP. Curves of this type I ha\ 


18 Galbraith, op. cit., pp. 485-87, believes that the bulk of wartime expansion in imperfect 
competitive non-agricultural industries was obtained under conditions of decreasing or appro 
imately constant cost. 


y 
ay 
x 


[MARC 17 FENBRENNER: PRICE CONTROL AND IMPERFECT COMPETITION 119 


‘Reuther” cost curves and utilized in connection with the argu- 
the previous section. Their pertinence is implied by such state- 
as those of Henry Ford II, to the effect that production below 
pacity has led to substantial losses because of high overhead. 
ther hand, material shortages cause marginal cost curves to 
instead the precipitous vertical of complete inelasticity. 
)) The firm’s product is consumed largely by working people out of 
me. The maintenance or increase of demand can be con- 
red largely a function of payrolls in basic industry, though not of 
f the producing firm itself. 
\verage cost remains below OP for output OQ, at the later wage 
Mr. Reuther’s “Look at the Books” demand was aimed at this 


the 


obilizs. 


np! \ 
LLiONing 
pronts 
ncrease 


rst of the three conditions above is not satisfied at least as to 
MC, will cut OP to the left of OQ, and a fall in the firm’s output 
yment is a necessary consequence of a rise in wages without 
If the condition is satisfied for MC,, but not for MC2, pro- 
increase with demand so long as MC, cuts OP to the right 
Non-satisfaction of condition (2) is a rebuttal to the argument 
wages, not a positive argument against them. If condition 
filled, wage increases will generate no increased demand for 
controlled price, but no actual decrease is indicated. As 
3), if this is not fulfilled wages cannot be increased in 
without price relief, even though the producer has sufficient 
to continue in business for some time with subnormal profits 
al losses. 
een said, the applicability of this trio of assumptions to the 
ation can be challenged. To this writer, all three assump- 
t somewhat with fact for at least a minority of imperfectly 
American firms. Shortages and scarcities interfere with 
|) in the short run at least. Condition (2) seems dubious in 
accumulation of unspent war savings by business firms and 
imers. The case for condition (3) rests with undue exclusive- 
timates of overall profit figures whose high levels are probably 
rary. It is nevertheless true, and is in fact the point to be 
the Reuther program involves no theoretical contradic- 
es. A rational economic case can be made for it under par- 
situations; the factual conditions for its applicability are 
ivable in circumstances past and future if not present. 
tic nature of the Reuther program should not be discounted 
nstration of its possible economic rationality (freedom from 
tradiction) or yet of its possible economic feasibility (under price 
t can be shown that even when all three of the above con- 
practice, price controls or other special devices are re- 
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quired to maintain output and employment and restrain price advan, 
in the face of a wage increase. 

Industrial unionists do not constitute the sole market for any indys 
trial products. It is therefore foolhardy to expect demand for any firm: 
products to rise generally by the same proportion as industrial way, 
rates generally, let alone its own rates (marginal costs). We should rathe; 
presume some multiplier substantially less than unity even if finjt; 
greater than zero. The expected effect on an uncontrolled firm of , 
cost increase incompletely compensated by a demand shift is a fall j; 
output and employment and an eventual rise in price whether its jp. 
dustry be perfectly or imperfectly competitive. 

In the absence of price control, the wage increase would operate t 
raise output from OQ’; to OQ’: on Figure 6 and price from OP’; to OP’ 
after the increased demand took effect. Both prices are shown as higher 
both outputs as lower, than under the controlled situation, results not 
accidental but required by the first condition for the applicability 
the Reuther analysis. The increase in the uncontrolled price is the ex 
pected result. The increase in the uncontrolled output is not, but result 
rather from the elasticity of the cost curves and from a somewhat duti. 
ous implicit assumption regarding the process of dynamic adjustment 
to the wage increase. (Both output and price are supposed maintained 
at the levels of the initial situation until the increased demand of thy 
subsequent one takes effect to alter them.) 

The significant conclusion here, which does not depend on the dia- 
grammatic minutiae of Figure 6, is that even under circumstances which 
assure optimal output and employment effects under controlled prices 
wage increases will lead firms to increase their prices in a free econom) 
whether their positions be atomistically or imperfectly competitive. Th 
Reuther program expects prices to remain stable, and wage increases 
to be financed from profits in so far as they are not self-sustaining b: 
reason of increased demand. Some form of continuous control over pr 
must, therefore, be an integral part of the plan. This control need 1 
be operated by a governmental agency of the OPA type. Unionists 
would prefer a labor ‘‘voice in the management’”’ which would foresta! 
maximization of profits by the producing firm, acting in the interest 0! 
employees and presumably also of consumers. To which alternatives 
the codperator would add control by the consumers themselves, appar 
ently not considered in the original Reuther plan. 


14M. W. Reder has developed a diagrammatic technique for dealing with these and a 
problems. Compare the “company town” example in his essay “Inter-Temporal Relations 
Demand and Supply within the Firm,” Canadian Jour. Econ. and Poi. Sci., Vol. VUl (F 
1941), pp. 30-32. 

16 The eventual outcome of the conventional dynamic adjustment, which proceeds fro! 
an initial combination of MC; and MR, would undoubtedly eventuate in output below 0Q 
due to its abortive effect on any increase in demand. Its comparative price effects seen 


determinate in the general case. 


GERMAN FINANCE IN WORLD WAR II 


By RicHarp W. LINDHOLM* 


Comparative Analysis of German Fiscal Policy 


he procedures used by Germany to finance World War II cannot be 
sidered unusual with the exception, perhaps, of taxes levied on con- 
ered people. In fact, the methods employed by Germany are sufh- 
ntly similar in many respects to those used by Great Britain and the 
| States that comparison of the results obtained amounts to an 
tion of the relative efficiency with which each nation employed 
same fiscal tools. This study except for a very cursory examination 
broadest aspects of the financing of the war in Great Britain and 
United States will concern itself with an examination of the manner 
h Germany tapped the conventional sources of governmental 
ie and the flow of funds which she obtained. Also, attention will 
| to: (1) the indications of wartime economic conditions inside 
y which are shown by revenue receipts, and (2) the relative im- 

ce of occupation charges assessed by the Nazis. 
lable I below summarizes the World War II expenditures and taxes 
Germany, Great Britain and the United States. The years selected 
parable were determined upon the basis of wholesale prices and 
eipts. The earlier year is the fiscal year which witnessed the jump 
esale prices prior to the inauguration of rigid price controls and 
later year is when each of the three nations had completed the 

to a total war economy.' 

worthy of mention that the United States entered the total war 
| paying a smaller portion of her expenditures from tax receipts 
lid Germany. With the complete establishment of the war econ- 
' wever, the portion of total United States expenses paid with 
taxes became comparable with that paid in Germany in 1939 and re- 


r is assistant professor of economics at Ohio State University. 


ita regarding German finances not supported by further source reference were ob- 

he writer from the files of the Statistisches Reichsamt in August and July of 1945. 
tisches Reichsamt is in the Russian section of Berlin and is not available to Ameri- 

c research. It is believed vital portions of the data have now been removed 

erlin. The writer was given invaluable aid by the following economists of Berlin: 
Merwarth, Dr. Ferdinand Hotte, and Dr. Hans Schultz. Dr. Karl Heinrich Knapp- 


‘ Frankfurt am Main gave valuable interpretive assistance. 
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mained comparable with Great Britain.? Also, when completely mo. 
bilized, the United States war effort was about twenty-five per cent 
greater than the combined achievements of Germany and Great Britaj; 

Total war meant different things to the populations in the three na 
tions. In all three countries however, it was the extent to which th; 
government could, or did, induce the population to support the wa; 


TABLE I.—COMPARATIVE FINANCE DatTA OF GERMANY, GREAT BRITAIN, AND Unirez 
STATES FOR THE FiscaAL YEARS INDICATED IN THE Bopy OF THE TABLE 
(in millions of dollars)* 


Great United 
Britain States 


Item Germany 


Expenditures of central government 1939—21,200 1940—15 ,883 1942— 32,49 
1942—51 ,200 1944—24 1945—100 ,397 


Per cent of increase 141 53 209 

Receipts of central government 1939— 9,440 1940— 5,981 1942— 12,79” 
1942—16,160 1944—12 ,952 1945— 47 ,74( 

Per cent of increase 71 119 273 

Per cent receipts of total expenditure 1939—45.4 1940—38 1942—39 
1942—31.6 1944—53 1945—46 

National income 1939—36 ,000 1940—23 ,780 1942—107 
1942—40 ,000 1944—33 , 336 1945—15 

Per cent of increase 11 40 

Per cent receipts of national income 1939—26 1940—24 1942—12 


1942—40 1944—39 1945—29 


* Throughout this study pounds have been valued at $4.00 and marks at 40 cents 

irce: German: Statistische Jahrbuch 1941-1942, p. 605, national income 1939. ( 
German data, Statistisches Reichsamt, August, 1945. Great Britain: Statesman Year 
1945, p. 37, expenditure and tax data; Statistical Year Book of the League of Nations 1942/44 
282, 287, national income data. United States: Treasury Bulletin, Sept. 194¢ 
receipt and expenditure data; Survey of Current Business, March 1943, p. 21 and Fel 
1946, p. 7, national income data. U. S. national income data adjusted on basis of 


pp 


mthly expenditures. 


efiort. The varying completeness with which the efforts of the popula 
tions were included can be visualized rather accurately by comparing 
central government expenditures with estimates of national incom 
Such a comparison is included in Table I. 
The necessity of using similar data for the three nations has requir 
? Tax collections by local governmental units are much greater in the United States than 
either Great Britain or Germany. For example, in 1941 tax collections of loca] governmenta 


units amounted to 7.9 billion dollars in the United States, in Great Britain .9 billion 4 
Thus, tax collections of the various national governments are not entirely comparable 


* German war expenditures include conquered-area receipts which do not appear to 
become a part of the German national] income total. 
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national income data and has in addition dictated that the 
ns be made on a fiscal year basis. Warning is given again that 
Britai tional income data of different nations are only roughly comparable 
ne al conditions and under war conditions this degree of com- 
ich the J is considerably reduced. 
he war taxes collected from the German people in 1942 were a smaller 
of the national income than ever became the case in either 
Britain or the United States. The portion of national income 
) taxes in Germany at the beginning of hostilities was roughly 
the highest point reached by the United States.‘ 
one ‘During the periods selected for comparison British central govern- 
penditures rose by 53 per cent and national income by 40 per 
32,49 in the United States expenditures by central government 
raves ased by 209 per cent but national income by only about 46 per 
| (hus, the national income increases of the two nations were ap- 
9 y the same but the United States was able to extract a four- 
ncrease in central government expenditures than was Great 
stituation in Germany was similar to that existing in the 
ted States. Germany increased central government expenses by 146 
ile national income increased by only 11 per cent. Reduction 
17 | government expenditures and sharp curtailment of civilian dur- 
r goods production made this achievement possible in the 
States; tributes from conquered nations and also reduction in 


ds production made it possible in Germany. 


ly mo. 


German Taxes and Tax Collections 
rarding the methods used by the Germans to finance their 
s military operations have been meager and, at the most, 
1982/48 in nature. It was very difficult if not impossible to obtain ac- 
mation regarding tax receipts of the Reich during the period 
ament and, of course, also during the war phase.® The best 
ata are summarized in Table II. Some of the particular tax 
ds are interesting in themselves. 

= receipts from the personal income tax more than doubled from 
a, 1938 to 1943. This tax, which brought in only 5.4 billion marks in 1938, 
rm t ik of the rearmament period, was made to yield 13.4 billion marks 
| an increase of about 148 per cent in personal income tax 
ama ts. During the same period Reich tax receipts rose from 17.8 bil- 
lesale prices 1939-1942 increased 8%, from 14th Annual Report of Bank for 
lements, p. 74. United Kingdom wholesale prices, 1940-44, increased 33%, 

lhe BLS wholesale price index increased 7.8% from 1942 to 1945. 
s given Reich tax receipts for 1932-38 on p. 320 in The Nazi Economic 


TABLE II.—Var1ous GERMAN TAXES AND RECEIPTS FOR THE FISCAL YEARs 
BEGINNING APRIL 1, 1938-1944 


Types of Tax* 


we 
Na) 


1940 | 1941 | 1942 | 1943 | 194 


1. Tax upon income (a+b+c-+tax | 
upon returns upon investment) 5.4} 8.2 | 10.7 | 13.1 | 12.7 


a) Tax upon wages (retained before | 


~ 
w 


paying) |} 2.1 | 2.214 321 42 5.0 
b) Assessed income tax | te 4.4) 5.1 8.8 8.2 8.2 
c) Additional] war tax upon income | | 
(only 1939-40) | | 1.1] 2.5 | 
2. Corporation tax 2.4 3.2 3.3 6.7 
3. Tax upon property 0.4) 0.4 0.6} 0.6 0.7 0.7 
4. Turnover tax 3.4| 3.7] 3.9] 4.2| 42] 42 
5. Taxes upon stock exchange 0.5 0.5; 0.51 0.5} Ge 
6. Taxes on transport | 0.5 0.5) 0.5 0.6 0.7 | 0.8 
7. Total income and business taxes» | | 
(1-6) | 13.1 | 18.7 | 21.1 | 25.0 | 27.6 | 27.8 
8. Tobacco tax 1.0] 1.2] 1.6] 1.5] 1.3 
9. Beer tax | 0.4 5/ 0.5} il 71 0.3 
10. Additional war tax upon retail price | 
of tobacco and heer 0.8; 1.6] 2.2] 2.7 2.6} 2 
11. Sugar tax | 0.4 0.5 0.5 0.6; 0.5] 0.6 
12. Customs duties } 1.8] 1.7] 1.4] 1.1] 1.8] 0.6 
13. Total excise taxes and customs*® | 
(8-12) 7.3] 6.8] 6.6 
8 


14. Total tax receipts (net) | 17.8 | 24. | 28.1 | 32.3 | 34.4 | 34.4 


15. War contribution (states, provinces, 
communities, etc.) 0.8) 1.4 | 1.4 
16. Redemption of real estate tax 
raised because of currency infla- | 
tion and tax on trade 1943-1944*) 


.6 | 29.5 | 33.7 | 44.1 | 39.8 


ws 


17 


‘otal tax receipts‘ 17.8 


* Totals include only the taxes collected from areas which were a part of the Reich | 
to April 1, 1938; Austrian tax receipts included for the period 1939-44. 

b The amount which item 7 exceeds the sum of items 1 through 6 is the sum collected 
the miscellaneous business taxes. 

© The amount which item 13 exceeds the sum of items 8 through 12 is the amount c 
from miscellaneous excise taxes. 

4 Breakdown not available. 

* The amount included under item 15 represents largely the return to the Reich by 
governmental units of their quotas of various taxes. This, of course, results in double count 
The redemption of the tax on real estate was assessed by the states, and the tax on trade 
assessed by the communities. 

‘ Statistics on tax yields taken from Ostrow’s “Preliminary Study of German Governn 
Finance,” pp. 197-199. Vol. I of Preliminary Report on Selected Financial Laws. Decrees ane 
Regulations by Clifford J. Hynning of the U.S. Treasury. Data are for fiscal years 1938, 192” 
1940. 

Source: See footnote 1 and Table I source. 


Total Receipts (billion marks) 
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arks, to 34.4 billion marks, an increase of 93 per cent. The elastic- 
the German personal income tax proved to be considerable. In 
rovided the Reich tax system with the required responsiveness. 
Thi corporation and personal income taxes totaled 7.8 billion marks 
1938, a year in which the total Reich tax receipts equalled 17.8 billion 
irks. Thus in 1939, 10 billion marks were raised in taxes from sources 
r than the corporation and personal income tax. In 1943, corpora- 
n and personal income taxes equalled 20.1 billion marks and total tax 
ues 34.4 billion marks. This was a yield from other tax sources of 
{4.3 billion marks, and an increase of 43 per cent over that of the pre- 
1938 figure, as compared with an increase for the same period of 148 
ent in income tax receipts. 
greater stability of the Reich tax sources other than corporation 
personal income taxes was to be expected. It was not expected, 
wever, that revenue receipts arising largely from the sale of goods and 
rvices would be maintained after the strict rationing had been put into 
t and after considerable damage had been inflicted on many of the 
Reich’s principal cities. 
e increase in the revenue received from these other taxes (other 
me and corporation taxes) arose largely from rising revenues 
the turnover tax and from the increased taxes on tobacco and beer. 
Customs duties, of course, showed a marked decrease. The downward 
in customs receipts continued steadily from 1938 to 1944, falling 
1.8 billion marks in 1938 to .6 billion marks in 1943. 
[he Nazi government during the progress of the war developed very 
iditional sources of revenue. One new source of revenue was the 
itions made by states, provinces, associations of communities 
nities to the Nazi central government from funds raised from 
taxes -— voluntary citizen contributions. These are extraordinary 
es and, being to a certain extent Reich obligations to repay, were 
ded in the above analysis. An additional source of funds to the 
which became available in 1942 and continued to the end of the 
as the redemption of the tax on real estate (capitalization of house 
° After the inflation of World War I the German government 
d a tax upon persons who had paid off the mortgages on their homes 
ise of the highly inflated mark. In 1942 the Nazi government 
ipitalized this annual income which again permitted the repayment of 
these mortgages in inflated money. This action brought in 8 billion 
irks in 1942 and 3.7 billion marks in 1943 and 3.3 billion marks in 1944. 
(his revenue arose to a certain extent as the result of the sale of an asset 
. tax revenue in the ordinary sense although the original ac- 


| 1944 figures also included return to the Reich of the local tax on trade. 
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tion of the German government in fixing these new liabilities after the 
World War I inflation was similar in some respects to a tax which vari. 
ous countries have levied at times and called by different names, some. 
times an “unjust enrichment tax.” 

The turnover tax (general sales tax) rates remained the same through. 
out the period 1938-44. The receipts from this tax may, therefore, } 
used as a basis for estimating economic activity inside Germany.’ Hoy. 
ever, economic analyses based on 1944 German tax data are impossible 
for no attempt was made to reassess taxes and taxpayers were mere); 
held liable for the tax which they paid in 1943. 

In retrospect the most interesting economic analysis afforded by thes 
tax data is the degree to which they indicate Germany’s success in con- 
trolling the inflationary pressures of war. Briefly this is best accomp- 
lished by comparing tax collections of 1940 and 1943, which indicat 
wage and retail purchase data. The tax rates for these two years wer 
practically the same but the economy of the Reich had changed fro: 
one able to provide its citizens with an abundance of the necessities o 
life to one that was having difficulty maintaining the requirements basi 
to a going economy. 

The portion of the German personal income tax which is withhe 
(for the purpose of this discussion it can be considered a tax of unifon 
rate upon wages) increased from 3.0 billion marks in 1940 to 5.0 billion 
marks in 1943. The rate of deduction is estimated to have risen ver 
little with the increase in gross weekly earnings—perhaps from 14 per 
cent to 15 per cent.’ Moreover, the number of persons employed did not 
increase greatly from 1940 to 1943. Portions of the native German la! 
force taken into the army were largely replaced with foreign labor w! 
were also subject to the wage tax. The higher wage tax rate applica! 
to Eastern workers (Poles and Russians) was roughly counterbalance 
by the lower wages paid these laborers.’ Because of these relationships 
the increase of 66 per cent is significant and certainly indicates that ever 
a dictatorship finds it impossible “to follow a hold-the-line wage polic 

During the same period that the receipts of taxes on wages were shov 
ing such a substantial increase, the total of the various German excis 


’ Briefly the turnover tax was 2 per cent upon all sales of goods and professional ser\ 
The tax was paid at each step of production. It was not, however, paid by the wholesaler 
Imports and exports were exempt as were the wholesale exchanges of raw materials su 
cotton, fuel, gasoline, milk, etc. House rent, water, gas, electricity, and heat were also exe! 
The rate was only 1 per cent in the case of the sale of agricultural products. The rate was 1 
creased to 24 per cent if the sales of a single firm during the previous year were greater that 
1,000,000 marks. The tax is payable quarterly. See Business Week, September 20, 1941, p 

’ Exploitation of Foreign Labor by Germany, Study Series C, No. 25 (Internat. Lab. Of 
1945 

Ibid., pp. 55, 61-64, 118-20. 


| 


a 
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rt ts was decreasing from 7 billion marks to 6.6 billion marks. 
va from these two taxes provide a fairly accurate indication of 
01 ng on inside Germany. Money was increasing in abundance 
able goods were decreasing but because of strict German 
ug this situation did not develop into a rapid price rise.’® The 
e, De ; available to German workers went into the numerous Ger- 
How nstitutions who in turn made the funds available to the 
SS German war machine. 
ere 
German Budgetary Items 
the t of the Reich for the years 1938 through 1944 is given in 
[1I. This abbreviated German budget provides the basic data 
lerstand the way in which Germany financed the war. 
ae III.—GERMAN BUDGETARY ITEMS FOR THE FISCAL YEARS 
BEGINNING APRIL 1, 1938-44 
(in billions of marks) 
1 Expenditures 1938 |1939 (1940 1941 1942 | 1943 1944 
ts 17.8 | 25.6 | 29.5 | 33.7] 44.1| 39.8| 36.8 
tates 2.0] 3.0 3.7 7.9 8.3 
15.8 | 23.6 | 27.6 30.7 40.4 31.9 28.5 
Vi 3.0 | 11.8 | 21.4 41.7 56.1 60.1 79.7 
vernment re- 
d 18.8 | 35.4 | 49.0 | 72.4 | 96.5 | 92.0 | 108.2 
tures 16.5 | 28.8/18.5| 19.0] 19.0| 21.6| 21.9 
s 00.0 | 20.0 | 54.0 76.0 | 101.0 | 123.0 | 140.0 
debt Pe 1.9 2.8 4.2 5.9 6.6 11.4 
lebt 1.0] 1.3] 1.7 1.8) 2.1 1.8| 2.7 
7 tures 18.8 | 52.0 | 77.0 | 101.0 | 128.0 | 153.0 | 176.0 
from con 


ind secret bor- 
10 minus item 5 00.0 | 16.6 | 28.0 28.6 1.5 61.0 67.8 


te 1 and Table I source. 


eipt figure as given in Table II must be reduced by the 
by the German central government to the states, to arrive 


R., writing from Berlin in 1923 states that from 1914 to 1918 the German 
8.2 billion marks by taxation and borrowed 98.2 billion marks of funded 
idditional floating debt of 48 billion marks. Therefore, of the total ex- 
man government during the 1914-18 period (164.4 billion marks), only 
ent was obtained from taxes. Journal of Political Economy, Vol. 31 (1923), 


ARC] 
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at a net tax receipt figure. To this is then added fiscal year additions t 
the debt of the German central government to arrive at a total of centra| 
government internal receipts. The proportion of total expenditures 
which were financed by tax receipts is obtained by dividing item 3 by 1( 
of Table III, with the following result: 
1938 1939 1940 1941 1942 1943 1944 
Per cent 84.0 45.4 35.8 30.4 31.6 20.9 16.2 

War expenditures increased continually from the beginning of hos 
tilities until final defeat. Over four times as many marks were spent t 
fight the losing battles of 1944 as were spent to equip the Reich war 
machine and win the great victories of 1939." The greatest relative in 
crease of war expenditures came in 1939 and 1940. The increase experi- 
enced between 1943 and 1944 is the smallest of the war period. Eve: 
at that late date, however, when it would be expected that German 
was completely mobilized for war, there was an increase of 17 billio: 
marks or about 13 per cent. 

The final annual total of German war expenditures of 140 billion 
marks (56 billion dollars) meant a per capita expenditure of approxi 
mately 1,750 marks ($700, population 80,000,000) which represented a1 
enormous effort.” However, the importation of large quantities of slay 
occupation labor and collections from conquered nations destroy an) 
meaning which might be possessed by a per capita comparison of th 
German effort with that of the United States or Great Britain.” 

The ordinary expenses of the German government increased great!) 
from 1938 to 1939 (war expenditures were undoubtedly included a 
ordinary expenditures) and then showed a sharp decline, though they 
never again reached the low of 1938.'* The gradual rise of ordinary ex 
penditures indicated in 1943 and 1944 represented the increase in th 
German cost of living and the additional expense arising from the us 
of inexperienced help. The rapid increase in the quotas granted to th 
states are expenditures required to aid the local governments in bombed 
out areas and are therefore indirect war costs.” 


! Estimated that 12.3 billion marks of the greatly increased ordinary expenditures of | 
were actually war expenditures. Estimate based on assumption that ordinary expenditures 1: 
1939 were the same as of 1938 

2 Total German war expenditures were 514 billion marks plus about 12 billion marks 
total of 526 billion marks (210.4 billion dollars) for the period 1939-44. 

By the end of 1942 foreign workers (including prisoners of war) represented 17 per 
of those employed in industry in Germany. 13th Annual Report of Bank for Internationa: 
tlements (1943), p. 7 

14 Table ITI, item 6 

6 Table III, item 2 
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MAR( 
ons Funds Obtained from Foreign Areas 
entr mparison of the total internal receipts from taxation and bor- 
itur th total expenditures, as shown in Table III, indicates a grow- 
by lisparity throughout the war period. As a percentage of total 
ental expenditures this difference, obtained by dividing item 11 
10 of Table III, is as follows: 
1938 1939 1940 1941 1942 1943 1944 
| ent 00.0 31.9 36.4 28.3 24.6 39.9 38.5 
ent t n be assumed with considerable confidence that, during the early 
hw 
[V.—CLEARING FuND BALANCES AND OcCUPATION Costs As OF DECEMBER, 1944 
ve (in millions of marks) 
xper 
Evy Clearing Fund Occupation dei 
n Balances Costs 
8,532 30.000 38 
5,411 5,700 11,111 
ons 4,900 | 8 000 12,900 
2,670 2,670 
pr 804 804 
1,052 1,052 
Moravia 500 500 
632 | 632 
6.000 6,000 
of 4.000 4.000 
1,126 1,126 
686 686 
reat 553 553 
1,5004 1.500 
108 108 
73 73 
28 53.700 304 
1€ 
LO ce, nearly exclusively of direct investments of the Netherlands Centra] 
in securities. 
250 million marks for occupation costs. 
nce, nearly exclusively of direct investment of 3ank in Reich 
ince, nearly 50 per cent of which consists of treasury notes (Bulgarian 
s of German marks) purchased by the Bulgarian National Bank for its 
| 1 in clearing balances 
te 1 and Table I source. 
irs ol the war, the above percentages were the portion of total Ger- 


lay apr: 


tral government expenditures which were met from payments 


conquered areas. This assumption can not be made with 
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such certainty for fiscal years 1943 and 1944. In fact, it is quite probabk 
for example, that a large portion of the 67.8 billion marks differentia) 
indicated in 1944 consisted of secret borrowing from German interna 
sources. 

The subtraction of the total of clearing fund balances and occupat 
costs for Western Europe and the Balkans, given in Table IV, (82,394 
000,000 marks) from the total of the differentials reported in Table II] 
item 11 (233,500,000,000 marks) provides an estimate of the amounts 
obtained from occupation exactions from Poland and Russia. This re- 
mainder (151,106,000,000 marks) should be deflated by an estimat 
the amount of German government secret borrowing. As is indicated 
p. 133 the writer would decrease this amount by about 93 billion marks 
giving a net contribution by Eastern Europe of about 58 billion marks 

Though German data relating to the collections made from the ¢ 
quered areas of Eastern Europe are not available, data are availab; 
regarding sums obtained from the Balkans and Western Europe. Th 
statistics gathered by the Statistisches Reichsamt show that the amount 
collected in this manner amounted to over 82.4 billion marks by the end 
of 1944. France, Belgium, and the Netherlands contributed about thre 
fourths of this huge total. 

The distribution of the clearing claims and the garrison charges by 
country for the period of the war is shown in Table IV. An interesting 
relationship shown by these data is the comparatively large contribu 
tions made by Belgium, Holland, Norway, and Greece. The total « 
tribution made by these countries very nearly equals that of Franc 

These data can be considered inaccurate to the extent that Germai 
looted the countries occupied. Looting of the cruder type, actually t 
ing the physical good, was particularly important in regard to all ty 
of rolling stock; from small family automobiles to busses and railwa 
locomotives. The data are also inaccurate to the extent that German 
was able to force the countries with which she traded to accept pa 
ments that would have had considerably less value upon a free market 
than that which was assigned by the German Ministry of Economics 
The extent to which Germany obtained financial aid by resort to thes 
practices, although considerable, will always be largely a matter of per- 
sonal estimate. 

An interesting feature of the clearing balances due the various coun- 
tries is the seemingly small contribution which the Balkan satellites 
made to the nazi war machine. Another point worth noting is that 
Sweden’s name is not included in the list of countries having clearing 
claims against Germany, nor is Finland’s. These appear, however, to bi 
the only countries within the German sphere of influence which were s 
fortunate. In the case of Luxemburg the country was included with 
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Reich, so that clearing balances did not develop as a result of their 
trade. This was also true of Sudetenland, Austria, Alsace Lor- 
| a few other smaller areas.’® 
tal of 82.4 billion marks is a considerable sum which was largely 

. five-year period. This contribution represented over 6 billion 
ar, or, if it is assumed that the total amount was secured 
period 1940 through 1944, which is approximately true, it 

ted about 17 per cent of the total nazi war expenditures for 


per capita wealth of France, Holland, and Belgium is fairly equal. 
<imate per capita contributions of these three nations, how- 
d considerably. The per capita assessment of France was $367, 
$536 and The Netherlands $560.7 Norway, a much poorer 
ide a per captia contribution of approximately $800 for the 
German troops garrisoned there during the period of the 
These additional expenses were a considerable drain upon 
- resources of nations which had already been subjected to 
s of modern war and in addition had had their international 

{ wealth and income largely cut off. 


German Debt 


tal outstanding indebtedness of the Reich, omitting secret bor- 
ose from 30.9 billion marks on March 31, 1939, to 381.1 billion 
152 billion dollars) on April 30, 1945. Interest costs at the end 
r amounted to 11.4 billion marks or about 40 per cent of 1944 
ipts of the German central government. This was a huge 
en but represented an average interest rate of only three 
‘he methods used by the Nazis to obtain borrowed funds is 
lin Table V. 

Borrowing. In November of 1945 German fiscal experts esti- 
20 billion marks of secret borrowing was accomplished be- 
December 31, 1944, and April 30, 1945, and this estimate is 
lable V. They were, also, of the opinion that no secret borrow- 
lace prior to December 31, 1944. Recent data that have been 
'rankfurt by occupation authorities indicate a considerably 
Certainly nazi military and government leaders indulged 
| immoderate fiscal practices during the last hectic days of 
greatest financial loss suffered by the citizens of Luxemburg was that the 
re forced to invest their accumulated deposits in German bonds which are 

See the Luxemburger Wort during the month of October, 1944. 
10ted by M. Robinson vary some from the above but not greatly. To quote, 
ind balance of trade was much greater in Holland, Belgium, and Norway 
inting in Holland, for example, to about $700 as against $320 in France”’ 

if Economics, November, 1945, p. 15. 
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the war. It is believed that most of the secret borrowing arose throug) 
confidential arrangements made between the government and large say. 
ings institutions and great German industrial firms. 


TABLE V—GERMAN Dest By Types 1939-45 
in billions of marks) 


|Mar. |Mar. |Mar. |Mar. 'Mar. |\Mar, |Mar 


T he Debt ot the Reic h | 1939 1940 1941 1942 1943 | 1944 194% 
I. Old indebtedness before April 1, 1924 | 3.3} 3.2) 2.8) 2.7 am 28 
II. New indebtedness | 27.4) 44.7) 83.1)135.0)193.0/271.03 
Foreign debts 1.3) 2.2) 3.2) 
Internal debts 26.7) 43.5) 8 37 
1. Long-term and middle-term 19.6) 25.5) 43.7) 66.9) 88.3/115.71 
a. Long-term | 18.7) 24.1) 40.5) 63.9) 85.4/112.81 


Loans, registered claims to | 
the government and others | 7.7} 13.1, 20.6) 30.0) 39.6) 51.3 


Interest-bearing treasury 
certificates 11.0) 11.0) 19.9) 33.9) 45.9) 61.5) 73 
b. Middle-term OF 1.4 3.4 
| | 
2. Short-term 6.5; 18.1] 38.2; 66.9)103 .5/154.2 23 
a. Number interest-bearing 
treasury certificates 6.1) 11.3) 21.3) 35.1] $7.5/144.5 
b. Reich’s treasury bills 0.4) 6.5) 14.9) 26.0) 37.3 
c. Other short-term debts 0.0 2.7) 5.7) 8.8) 9.7 
Total of I and II 30.7) 47.9) 85.9:137.6195.6273.4 
Loan liquidation debt lottery without drawing | 


lotation purchase of savings credit cer- 
tihcates, etc 


Reich’s credit bank 1.9 


> 


Estimated amount of credits kept secret 


Source: The amounts estimated by financial experts in Berlin. Recent evidence w 
a higher figure. See page 133 for this writer’s estimate based on a larger estimate for secret 
rowing. The 14th Annual Report of the Bank for International Settlements, p. 203, sum: 
substantially similar Reich debt data for the years 1938-43. Also, the 15th Report, | 
estimates the German debt at war’s end at 400 billion marks. 


The possibility of nazi secret borowing is borne out by the increas 
in amounts reported in the Reich budget as paid out for interest in 19 
over that of 1943. The increase in interest payments is reported t 
4.8 billion marks or an increase of 72 per cent. A 72 per cent increas 
the Reich debt from 1943 to 1944 would bring the total debt at the « 
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3, 7.8) 8 
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fiscal year 1944, up to 473 billion marks (189.2 billion dollars) instead 
380 billion marks reported."® 
It appears that the Statistisches Reichsamt data relating to Reich 
) approximately accurate up to the last year of the war, but 
nsiderable irregular borrowing took place. By this time the nazi 
ers had apparently decided that conditions were so critical that the 
cts of excessive borrowing would be unimportant when compared 
the military holocaust into which they had already led the nation. 
f the conservative figure of 473 billion marks is taken as the total 
German national debt, the amount would not be unbearable if Germany 
war’s end were still a going economy (similar in condition to 
or France), but such is not the case. The German total national 
hich was estimated at over 100 billion marks in 1945, will not 
60 billion marks during any forseeable future period. A debt 
is eight times a nation’s total national income is larger than can 
Interest payments alone on a debt this size would amount 
t 25 per cent of the German total national income. 
f Debt. As the war progressed German government borrowing 
shifted in character. This was true of all the belligerents but not to the 
was evidenced in Germany, where even secret borrowing was 
nto during the last phase. 
R ong-term debt increased from 18.7 billion marks in 1939, which 
| per cent of the total debt, to 63.9 billion marks in 1942, 46 per 
the 1942 total, to 112.8 billion marks in 1944, which was then 
nt of the total debt. This trend toward the use of short-term 
was speeded up during 1944 and 1945 so that on April 30, 1945, 
g-term debt was 136.6 billion marks when the total debt was not 
100 billion marks or 34 per cent of the total debt." 
y great increase was made in the use of treasury certificates and 
isury bills as a method of financing the war. In 1938 treasury cer- 
tstanding amounted to 9 per cent of total debt, and treasury 
per cent; by the end of the war they amounted to 27 per cent 
r cent of total debt, respectively. In addition it is quite likely 
of the secret borrowing was achieved with this type of credit 


rough 


Te 
Sal 


; ) 


Conclusion 


the Nazis, except for one major difference, financed their war largely 
t zation of the same conventional fiscal methods as were used 

ite of the debt at the end of the war of from 675 to 800 billion marks is 
Vew York Times, January 28, 1946, p. 3. The German central government’s 
nd of World War I was about 146 billion marks 


MAI 
14 194 
Q 
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by the democracies. In addition to internal sources Germany obtaine; 
extensive funds from conquered peoples. Nevertheless, it was the Ger 
man population which had to bear most of their government’s war cos 
through tax payments and purchase of government credit instruments 
Up to the last two years of the war Germany’s record in meeting wa; 
expenditures from taxes was comparable to that of Great Britain anq 
the United States. As the war progressed, however, the percentage 
total war costs met by taxes showed a decrease in Germany which was 
not evidenced in the principal Allied countries. 

The Nazis did not make extensive increased use of excise taxes. This 
was closely related to their greater reliance upon price control and ra. 
tioning and their desire to create the impression among the masses that 
war could be paid with the loot and collections obtained from con. 
quered areas. 
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Marginalism, Minimum Wages, and Labor Markets 


NotE—At the suggestion of the editor, Professor Lester combined a reply to the 
f Professor Machlup in the latter’s article, “Marginal Analysis and Empirical 
{merican Economic Review, September, 1946) with an originally separate com- 
fessor Stigler’s article, “The Economics of Minirnum Wages” (American Eco- 
June, 1946). Rejoinders by Professor Machlup and Professor Stigler follow 
ter’s statement. 


ent papers! in the Review raise the question whether marginalism 
ore from its admirers or its critics. Professor Machlup’s admissions 
isions leave the doctrine weak and distended. Professor Stigler’s 
pplication of “pecuniary” marginalism to the labor market, for which 
suited, exposes it to further discredit. Comment will be made first 
fessor Machlup’s paper, which embodies criticisms of my article in 


March issue of the Review.? 


I 


ssor Machlup recognizes that marginal analysis of the single firm 
ly rest only on business men’s “subjective estimates, guesses and 
is to cost and revenue, emphasizes that historical antecedents 
ortant ‘“‘in the determination of product, output, employment, and 
‘* states that “it is not impossible that [non-pecuniary] considera- 
yperating independent of the principle of maximization of money 
substantially weaken the forces believed to be at work on the basis 
tly pecuniary marginal calculus,’”*® and admits that “‘we do not 
w much “possibly important qualifications” may modify the 
narginal analysis of the single firm.* Unfortunately such admis- 
confessions of ignorance seem to be conveniently forgotten 
it most of the remainder of his paper beginning with ““B. Marginal 
ity and Cost of Input,” except for the following statement: 


“Marginal Analysis and Empirical Research,” Vol. XXXVI, No. 4, Pt. 1 
519-54 and George J. Stigler, “The Economics of Minimum Wage Legisla- 
XVI, No. 3 (June, 1946), pp. 358-65. 
Professor Stigler’s paper was in a preliminary stage and mentioned to the 
iew prior to receipt of any word of Professor Machlup’s paper. 
n Economic Review, Vol. XXXVI, No. 4, Pt. 1, p. 522. 


f. also p. 533. 


/-28. Cf. also p. 520. 
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“But nobody, to my knowledge, has ever undertaken to construct fro, 
actual data a marginal net revenue productivity curve for a given type 
labor employed by a firm. The difficulties are too formidable and since th; 
raw material for the calculations could not come from any records or docy. 
ments but merely from respondent’s guesses of a purely hypothetica] pa. 
ture, the results might not be much more ‘authentic’ than the schedule 
made up by textbook writers for arithmetical illustrations.’ 


Professor Machlup points out that marginalist theory “has developed 
gradually over a period of more than a century.’’* During much of the past 
half century it has flourished throughout the Western world. Yet, strangely 
enough, Professor Machlup points to no systematic investigation that sup. 
ports the validity of marginalism in the field of modern manufacture. His 
paper consists merely of assumptions, presumptions, theorist’s contentions 
possibilities, statements of need for investigation, analogies to driving and 
parking automobiles, and criticisms of the empirical research carried on 
by others. 

In criticizing the methods, interpretations, and results of others, Professor 
Machlup offers as ‘‘the only possibility for a fruitful empirical inquiry’ 
use of “the more subtle technique of analyzing a series of single business 
decisions through close personal contact with those responsible for the 
decisions.”’"* Seemingly the interviewer would have to be present at the 
very time each decision is made as Professor Machlup distrusts general re- 
plies or answers from memory.’ In view of what he says about business mer 
deciding by ‘‘guesses” and ‘“‘hunches” and replying to question by “ra- 
tionalizations,”™ the interviewer presumably would have to be a combina- 
tion Machlupian marginalist and psychoanalyst of the proper school ir 
order to make certain that he would correctly ‘“‘disentangle actual fro: 
imaginary reasons” and “separate relevant from irrelevant data.’ 1 
result would be unverifiable material of the most questionable character 

That my methods and data were crude and imperfect I readily admi 
Indeed, I did so, stating that some of my material could be attacked on 
number of the grounds that Professor Machlup details."* My methods, hov 
ever, had the advantage of providing data directly from business execv- 
tives, unscreened and unrefined by the “ingenuity” of a “‘subtle” analyst 
and everything I did was out in the open. The executives were sim} 
asked for factual material (e.g., on unit costs, labor-to-machinery mix, et 
or the relative importance of different factors in the firm’s employment, or 
the adjustments the firm would make to a given change. The questions 
not deal with motives; hypothetical situations were included; the exper 


’ Ibid., pp. 547-48. 

Tbid., p. 520. 

’ [bid., p. 538, footnote 23 and text to which the footnote refers. 
’ Ibid., pp. 537 and 544. 


Thid., p. 538. 
Cf., for example, p. 81, “Shortcomings of Marginal Analysis for Wage-Employme! 
Problems, American Economic Review, Vol. XXXVI, No. 1 (Mar., 1946). 
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be repeated with any desired modifications; the questionnaire 

| cross-checks; and various parts of the two questionnaires afforded 
many-sided basis for conclusions. Substantiating data in other 

dies were also cited. Professor Machlup’s critical comments are directed 
tone questionnaire, although he mistakenly thinks that he is dealing with 
-ee questionnaires, which may help to explain why so much of his criticism 


Piecemeal criticism of the one questionnaire, question by question, not 

nisses the over-all, composite results but is unfair where one question 

ed for not providing the type of test embodied in one or more of 

eeding questions to which the same group of firms replied. For 

Professor Machlup criticizes the first question for not asking for 

. effects of variations of each factor separately while the others remain 

ved.’"® That was done in one of the succeeding questions where a 

rease narrowing the firm’s Southern differential for comparable 

50 per cent relative to the wage rates paid by its Northern com- 

rs was postulated. To that question Professor Machlup comments that 

e results support marginalist contentions (neglecting to mention 

ant part is contrary to such contentions) and that the an- 

not mean much.’ Throughout most of his paper he insists 

relevant data about a firm’s costs are not what objective investiga- 

t reveal them to be but what the business executive making 

; in the firm thinks they are. When, however, such executives spe- 

ated exactly how they thought their unit variable costs varied 

put, Professor Machlup remarks that the results are ‘‘somewhat 

stionable” because they fail to conform to his presuppositions.'’ The 

ike character of his criticisms is perhaps understandable if one 

nind his dogged insistence that “‘the only possibility for fruitful 

\quiry”’ into the validity of marginalism is the method already 

ented upon which he himself suggested in an article published in the 
1939 


e betwen Professor MachlJup and me can be simply stated. 


\ to Professor Machlup, ‘‘the business man” in deciding “how 
Machlup repeatedly refers to “questionnaires” when only one questionnaire is 
s the following headings for his discussion: “Questionnaire on Employment,” 
Variable Costs,” and “Questionnaire on Adjustments,” whereas actually 
e only on parts of one questionnaire. 

mcerting to find Professor Machlup implying that I said some things that 
t say. To cite only the first of numerous instances of misrepresentation, com- 
ch Machlup’s footnote 6 on p. 524 refers and p. 181 of my Economics of 

nomic Review, Vol. XXXVI, No. 4, Pt. 1, p. 549 
551. In stating that the business men’s answers are “somewhat questionable,” 
Macl implies that all of them should have answered the question on the basis of 


zation of equipment for 24 hours a day, which completely overlooks necessary 
hift schedules for such reasons as the nature of the business, the location of the 
tude of employees. Comment on the matter of “plant capacity” is contained 
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many to employ” does so according to the principle of equating “‘marging 
net revenue productivity and marginal factor [labor] cost.”” The busines 
nan ‘‘would simply rely on his sense or his ‘feel’ of the situation”; he “woy 
just know,’ in a vague and rough way, whether or not it would pay hin 
hire more men” or to lay off some workers.'* In his numerous statements 
this “principle,’”’ which he claims is the basis of company employn 
policy, Professor Machlup makes no reference to his preceding admissions 
concerning the possible importance of historical antecedents, “non-pecy 
niary considerations,” etc. 

My position is that variations in the total volume of employment in , 
modern manufacturing plant already constructed are primarily the resy|; 
of actual and anticipated changes in the volume of sales or orders for the 
products of the plant and that employers, for such reasons as those I gave 
do not think or act in the labor market in terms of equating marginal] ; 
revenue productivity and marginal labor cost. As my data indicated, en 
ployers generally seem to believe that unit variable cost (and, judging from 
numerous interviews, particularly unit labor cost) increases significantly ; 
the scale of operations of a plant declines from 100 per cent of plant capacity 
but, I contend, the alterations in unit labor cost (and presumably margi: 
labor cost) that accompany decreases in the rate of plant operation do : 
themselves cause, or result in, any change in plant employment. And 
changes in the scale of plant operations can hardly be explained by mar. 
ginalism where, say, product prices and demand elasticities remain 
changed with variations in actual or anticipated demand and the plant 
operates under declining unit variable costs up to 100 per cent capacity. 

Data I presented in my paper indicated that Southern business exe 
tives in highly competitive industries believed that their unit variable costs 
increased considerably with a drop in the scale of operations of the plant 
from 100 per cent to 70 per cent of plant capacity.’® For all 33 firms the in- 
crease averaged about 25 per cent and for a number of firms it was 
per cent or more. If business men think that their unit variable costs 
say nothing of their overhead costs per unit) change in that fashio 
submit that it is extremely difficult to explain both the wide variations t 
occur in the scale of plant operations and the size of the average deviati 
from 100 per cent plant capacity that occurs over say a decade (especi: 
in plants producing articles not carrying the producer’ s brand names 
the assumption that business men adjust their rate of operations according 
to the principle of maximizing money profits by equating aaa net 
revenue productivity” and “marginal factor cost” over the long or s! 
run. Such data, I contend, indicate that, on the contrary, the volum 

Ibid., p. 535 

Plant capacity was not defined, and definition was not necessary for the purposes I |} 
in mind. Professor Machlup apparently misses the point in complaining that I should ! 
utilized one of the different definitions of capacity used by economic theorists. Actually n 
of the business men I have talked with seem to think of plant capacity as the maximur 
or weekly output that can be obtained with existing equipment and a “full crew” oi wor 
under the regular shift schedule .Use of one of the definitions Professor Machlup suggests ¥ 
only have been confusing and fruitless. 
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i employment in the individual firm generally varies simply and 
th the volume of present and prospective demand for products 
(Note that throughout this paper the discussion is in terms of 
nufacturing plants already equipped and not in terms of simple, 
t operations or agriculture, which constitute the basis for so much 
reasoning.) 
take some examples based on actual experience in industry. Many 
ve raised their wage rates by 10 or 15 per cent for purely local 
such as the location of a new high-wage plant in the same small 
ity, the threat of union organization in the plant, negotiation of 
union contract following organization, etc.—that have no effect 
other plants in the industry. Under the circumstances, the firm 
in be fairly certain (at least that was true up to 1946 in Southern 
he industries to be mentioned) that such an independent wage 
ild mean, usually for many years and often indefinitely, an 
approximately that amount in its wage level relative to the 
ges paid by practically all of its competitors. Suppose, as has 
been the case, the company so affected is a Southern cotton mill 
1 for sale to weaving mills or weaving cloth for the grey goods 
r a full-fashioned hosiery mill in the South making hosiery for the 
market. All the products are undyed, unbleached, unbranded, 
items in a highly competitive industry characterized by large 
f small firms.*° 
is has repeatedly happened, the wage rates in that one plant or 
e rise by 10 or 15 per cent, what is the employer supposed to do 
g to marginal analysis? Does he ask himself what parts of his work 
ost him more than they are “worth to him’’?** Does he, at the 
wage increase is definite or shortly thereafter, make or have a 
ve estimate” or “hunch” about the number of workers whom he 
rge because now they do not “‘pay for themselves?’’* And on the 
a “‘subjective estimate” or “hunch,” influenced presumably by 
run and long-run considerations, is the employer supposed to 
e appropriate number of discharges? Or is the employer supposed 
‘“‘doseing”’ process, reducing his work force one or two at a time 
ls the number that “‘in a vague rough way” again ‘‘equates 
t revenue with marginal factor cost?’”’ Are these the “‘adjust- 
ns, therefore, are that the relative change in the firm’s wage scale is confined 
ected to be maintained for some time, and has no noticeable effect on product 
Machlup states (p. 548) that whether an employer has foreseen the wage 
ised by it and whether he reacts quickly or slowly to it may also cause the 
e change to be “very different.” It is, however, difficult to see why such vari 
a significant difference for more than an extremely brief period of time 
e ones under consideration. The firms could be differentiated on the basis of 
endent wage increase was forced by local labor market conditions, by the 
ganization, or by collective bargaining after organization, but it is doubtful 
nt differences would be revealed by such differentiation. In each case, 
age increase was forced on the employer. 


nomic Review, Vol. XXXVI, No. 4, Pt. 1, p. 532. 
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ments” that Professor Machlup has in mind when he says that margin, 
analysis explains “what kind of changes may cause the firm .. . to redy 
employment?’ 

From talking with a number of Southern manufacturers who have volyp. 
tarily granted (or been forced to grant) independent wage increases fo; 
reasons such as those mentioned above, I state that they do not adjust 
the higher wage scale in any such manner. I am confident that the recor 
for a group of Southern firms during the period of a year beginning with t 
month prior to the date that the independent wage increase became defini, 
at each plant will show that, as a group, their employment did not decli 
relative toemployment in the rest of the Southern plants in their respecti 
industries.** I am also confident that most of the Southern employers y 
have been so situated, or who may be in the future, will state unequivoca 
that, around the date of such wage increases or shortly thereafter, they 
not and normally would not engage in any “subjective estimates” o, 
“hunches,” based on short-run and long-run considerations, of the number 
of employees that they would have to discharge or the amount by whi 
they would reduce their output or working force. And I doubt thatall t 
“subtle” analysis and “ingenuity”’ of a marginalist in “close personal con- 
tact’? with such business men (even if he calculates ‘‘money equivalents” 
for their personal satisfactions and dissatisfactions or desires and fears, a1 
adds such ‘“‘equivalents” to or subtracts them from the frm’s margi 
revenue and marginal cost curves as Professor Machlup mentions”* 
make them change their answers to correspond with the contentions 
marginalists.%* They will not, I aver, claim that they rather consistent 


% Thid., p. 521 

24 Note is taken of Professor Machlup’s contention (p. 548) that “statistical studies 
the relationship between the wage rates and employment in large samples of individual fir 
or industries would be nearly useless because we have no way of eliminating the simultar 
effects of several other significant variables, especially those of a psychological nature.” 
already indicated in footnote 20, the practical effects of the psychological variables he 
would be largely eliminated by the conditions and methods described in the text. Presum: 
Professor Machlup would, however, continue to insist that this method is the only way t 
the cat and that “statistical investigations of the wage-employment relation of indivi 
firms are not likely to yield useful results’—at least not useful for his purposes. 

5 Ibid., p. 526. By considerable “ingenuity” Professor Machlup (p. 552) accuses 1 
irguing two ways. I could comment at some length on his own ambidextrousness in in 
all sorts of nonpecuniary considerations under marginal analysis of the business firm ar 
admitting lack of knowledge of “the nature, strength and effects of non-pecuniary consid 
tions in business behavior” while insisting that ““Not much depends on whether non-pecu 
considerations of the business man are translated into money terms or, instead, treate 
exceptions and qualifications in the explanation of typical business conduct” (pp. 52 
527). However, I forego such comment to employ the space for more useful purposes. 


For the same reason I do not discuss his simple analogies to auto driving, purchasing spit 
etc., by which he evades the issue (e.g., p. 534), conceals significant differences, and com! 
the fallacy of reasoning from consumer commodity purchases to purchases of labor 


cussed infra Section ITI). 

6 Professor Stigler talks repeatedly of the discharge of workers as a result of higher 1 
mum wages, stating that under “current proposals” (a minimum “of 60 to 75 cents per |! 
under the Fair Labor Standards Act) “possibly several] hundred thousand workers w 
discharged.” He states that “Employment will fall for two reasons: output falls; and 
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: licy of varying, and especially reducing, the volume of employ- 
a plant in order to maintain equality between a “guess of a purely 

—_ | nature’ (marginal net revenue productivity) and marginal 
e vol which is especially difficult to calculate for joint, multi-processed 
eer nd which varies with a number of factors, particularly the scale 
erations. 
djust uut the substitution of other resources for labor with the rise in 
— ind unit labor costs? In the industries here under consideration, 
ete Southern mills generally are the newer, more modern ones, having the 
defi to-date equipment. As explained in my previous article, replies 
de tives of 42 out of 44 interregional concerns with some million 
— vees stated flatly that the significantly lower wage rates for com- 
_ bs in the South themselves had not caused their firms to use pro- 
Ke niques or methods in their Southern plants that require more 
mK ess machinery than the proportion of labor to machinery used 
on Northern plants.” Substitution of machinery and power (which 
Ses 44 is a higher per man-hour consumption in these industries in the 
= n the North) is, of course, not the only kind of substitution of 
all irces for labor. However, the existence of these plant conditions 
#6 : sly limits the possibilities of such substitution and, therefore, ac- 
aes marginal analysis should make the labor discharges all the 
nore certain.”® 
had rtcomings of marginalist contentions are especially evident when 
pts to use that analysis to explain wage-employment relationships 
: of a large, multi-plant concern like the Ford Motor Company 
ie r Swift and Company. It certainly is most naive to assume that changes in 

ent in a branch plant of one of those companies are governed by, 

ul formance with, short- and long-run changes in marginal labor cost 
ial | net revenue productivity. The unreality of marginalist as- 


for such multi-plant companies is indicated by the data just 
revealing no higher labor-to-machinery mix in the lower wage, 
nts of interregional concerns. For such companies it would be 
even to discover what official was supposed to make, for any one 
the required marginalist “estimates” and “guesses of a purely 
| nature” and also the decisions that vary (especially decrease) 
/f employment in the plant as required by the marginal calcula- 
ould be emphasized that the discussion and data in my March, 
er and in this article have been based primarily on small, single- 

erns, the most favorable set-up for marginalism. 
\ sses In the “marginal principle” as an explanation of wage-em- 
relationships in individual firms should be evident from the 


labor resources a given output is secured with less labor.” Cf. American 
Vol. XXXVI, No. 3, pp. 359 and 361. His contentions are discussed further 


r Economic Review, Vol. XXXVI, No. 1, p. 74. ( ‘f also “‘Effectiveness of Factory 
North Comparisons,” Jour. Pol. Econ., Vol. LIV (Feb., 1946), pp. 69-70, 


leny the importance of improvements in management about which more is 
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above discussion and data presented in my previous paper. Presumably 
Professor Machlup would not contend that employers establish and alte, 
their wage scales according to the principle of each firm equating its ow) 
marginal net revenue productivity and marginal factor cost, for certainly 
there is plenty of evidence to the contrary.?® Additional facts about labo; 
markets and employer’s wage and employment policies that are difficult 
reconcile with pecuniary marginalism are discussed below, especially j; 
Section III. 


IT 


The questionable conclusions that are likely to follow from strict ap. 
plication of pecuniary marginalism to wage-employment problems are we! 
illustrated by Professor Stigler’s article on ‘““The Economics of Minimum 
Wage Legislation.” It indicates inadequate understanding of: (a) the process 
of wage determination in American industry, (b) actual operations in labor 
markets, (c) the policies and functioning of management in manufacturing 
concerns, and (d) the economic effects of minimum-wage fixing as observed 
in prac tice. 

In considering ‘‘the effects of a legal minimum wage on the allocation of 
resources,”’ Professor Stigler divides labor market situations into two types 
(1) “competitive wage determination,” in which employers “‘do not hay 
control over the wage rates they pay for labor of given skill and applica 
tion,’’*° and (2) “employer wage determination,” in which ‘‘an employer 
has a significant degree of control over the wage rate he pays for a giver 
quality of labor.’ As is indicated subsequently, such a view of labor mar- 
kets is unreal and misleading. 

Referring to “competitive wage determination,” Professor Stigler states: 
“Each worker receives the value of his marginal product under competi- 
tion.’’** Note, each worker. No exceptions, no qualifications, no explanations 
Professor Stigler continues: “If a minimum wage is effective it must, there- 
fore, have one of two effects’’: either ““workers whose services are worth less 
than the minimum wage are discharged” or “the productivity of 
efficiency workers is increased.’ But in the latter case Professor Stigler con- 

29 For example, Professor W. Rupert Maclaurin found from a study of “Wages and Pr 
in the Paper Industry, 1929-1939” that: “The evidence seems to indicate that a great 1 

ompanies gave no conscious thought to maximization of profits in the economist’s sense ‘ 
term. ‘Keeping in the black’ was regarded as important; but within a quite broad rang 
action, particularly in the short run, other motives appeared to be more vital than getting th 
last dollar for the stockholders. . .. In many cases the maintenance of a contented work 
force appeared to be an objective in itself, regardless of whether it might also maximize profits 
Quart. Jour. Econ., Vol. LVIII (Feb., 1944), pp. 225-26. 

Further support for the statement in the text is provided by the study of company 
policies and practices that I have been making during the past year and for which deta 
data have been supplied by some 100 companies and over 45 interviews with company 
have been completed. 

*0 American Economic Review, Vol. XXXVI, No. 3, p. 358. 

Iind., p. 360. 

2 Tbid., p. 358. 


33 Loc. cit. 
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t discharge of workers is also likely either because of the substitu- 
ther resources for labor or because of the elasticity of demand for 
t.** After some further discussion, upon which comment is made 
e concludes: ‘“‘the legal minimum wage will reduce aggregate 
nd it will decrease the earnings of workers who had previously 
ing materially less than the minimum.’”* 
the past 30 or 40 years there has been a wealth of experience with 
wage laws in the states, under the Fair Labor Standards act, and 
countries as well as with wage minimums under the National 
1 Recovery act and the National War Labor Board. Lack of any 
to that experience gives Professor Stigler’s paper a pre-World 
vor, as though it were contemporary with the adverse pronounce- 
arginalists like J. B. Clark and F. W. Taussig on minimum-wage 
some thirty years ago. 
f the experience under minimum wages fails to support Professor 
lusions. He states that ‘‘the low-wage industries are com- 
nature and offers a list including cotton textiles, men’s and 
ings, and miscellaneous textiles and apparel. Presumably those 
tries in which, in his opinion, ‘‘each worker receives the value of his 
roduct” and employers do not have “a significant degree of con- 
he wage rates that they pay. Yet investigations indicate that a 
of rates are being paid by firms in the same locality for the 
extile jobs,** that many Southern textile firms have not had a 
rational pattern of occupational wage differentials,*’ that sig- 
e differentials have prevailed for the same unskilled work at 
the same physical productivity,** and that significant differences 
ffectiveness and output per man hour have existed between textile 
g approximately the same scale of rates and located in the same 


Economic Review, Vol. XXXVI, No. 3, pp. 358-60 including footnote 2. 
[In similar vein and without any qualification, Professor John V. Van Sickle 
“Tn and of itself, any minimum wage makes for some private unemploy- 
rd Business Review, Vol. XXIV (Spring, 1946), p. 282 


ple, the author’s articles on ‘Wage Diversity and Its Theoretical Implica~ 
Stat., Vol. XXVIII (Aug., 1946), pp. 152-59 and “Diversity in North-South 


s and in Wage Rates within the South,” Southern Econ. Jour., Vol. XII 
254-60. 


les cited in footnote 36 and the Opinion of the National War Labor Board in 
Northern Textile Companies case, March 9, 1945, War Labor Reports, Bur. of 
Vol. 21, pp. 881-82. 


War Labor Board cases in the South uncovered numerous instances in which a 
erentials from 5 to 15 cents an hour for work that was reluctantly admitted 

r comparable. The rate of pay for Negro sweepers, scrubbers, janitors, and 
textile mills in the South has commonly been 2} to 5 cents per hour under that 
n the same jobs, often in the same mill. Repeatedly the author has been told 

e dual rates for a job that the lower one is the “colored rate,” yet often it was 
t the performance of Negro workers was equal to that of whites on that job. 
educed or eliminated such race differentials, Negro workers were not dis- 
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labor-market areas.**® Study of wage rates in the low-wage industries of the 
South clearly indicates that unorganized employers do have a fairly wide 
range of discretion within which to establish the level of wages they may 
pay.*® Indeed, in the South the relative range of rates for the same occupa- 
tions (from janitor to skilled trades) tends to be wider between the highest- 
paying firm and the lowest-paying firm in a labor-market area, and occu- 
pational differentials are generally less regular or rational, in low-wage 
“competitive” industries like cotton textiles, hosiery, furniture, and ap- 
parel than is true for the higher-wage (more monopolistic?) industries like 
oil, aircraft, autos, glass, and steel. 

My article in the March, 1946, issue of the Review discussed experience 
under the Fair Labor Standards act directly contrary to Professor Stigler’s 
conclusions.*! In two industries, the firms most affected by wage mini- 
mums experienced the greatest increases in employment. With the lack of 
labor standards characteristic of many low-wage industries, including wide 
variation in wage scales between firms in the same business in a locality or 
“labor-market area,” legally established minimum wages generally force 
wage increases in but a small percentage of an industry (say 10 per cent 
and frequently the whole wage scale is increased in the minority of firms 
affected so that there is no added stimulus to substitute between labor 
grades or occupations. Even in the absence of unions, established manufac- 
turing firms have not followed the practice, as stated by Professor Stigler, 
of discharging regular employees of the firm in order to hire new employees 
in their place in hopes thereby to obtain more efficient workers. 

How then is a minimum wage supposed to lead to curtailed output and 
discharge of large numbers of workers? Through increased prices for the 
industry’s products? Even on marginalist reasoning that seems exceedingly 
unlikely. Only a small percentage of the industry is affected and the af- 
fected firms are not likely to adjust by curtailing output except (in rare 
cases) by disposing of equipment, not replacing it as it wears out, or 
closing down the plant. Data previously referred to indicate that employers 
in the low-wage industries generally seem to believe that their variabk 
costs per unit of output (to say nothing of fixed costs per unit) increasé 
significantly as the scale of plant operations decreases from what they con- 


Chis statement is based on information gathered from interviews, hearings in War Lal 
Board cases, and replies to questionnaires. For a similar opinion of a more general nature, 
Charles A. Myers and W. Rupert Maclaurin, The Movement of Factory Workers, 1943, p 

d “Wages and the Movement of Factory Labor,” Quart. Jour. Econ., Vol. LVI (Feb., 1943 


251-53. For evidence of a lack of correspondence between labor efficiency or labor output 
and North-South wage differentials for interregional concerns cf. the author’s article, “Efie 


78 


tiveness of Factory Labor: South-North Comparisons,” Jour. Pol. Econ., Vol. LIV (Fel 
1946 
‘” For some evidence from a Northern city cf. W. Rupert Maclaurin and Charles A. M 
“Wages and the Movement of Factor Labor,” Quart. Jour. Econ., Feb., 1946, pp. 251-53 
264; and The Movement of Factory Workers, pp. 62-63 and 73-76. 
Pp. 75-76. For references to additional evidence in opposition to Professor Stigler’s 


clusions cf. my Economics of Labor, pp. 322-23 and 334-36. 
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to be 100 per cent plant capacity.** Consequently, curtailment of out- 


snort run. 
ssibilities of substitution of other resources for labor were discussed 


ne or more plants would rarely be a rational adjustment, at least in 


As explained, the low-wage Southern sections of many of these 
istries have relatively high percentages of the more modern plants and 


nent, which helps to explain why the possibilities of substituting 


ts are distil 


ictly limited. 


bor-saving equipment, power, or other material factors for labor in those 


largest remaining area of adjustment is what might be called “‘better 
rement,”’ including such matters as the selection, flow, and treatment 


terials, the scheduling of production, organization of the work, better 


rrangements, regularizing sales and employment, etc. Professor 


ler doubts the validity of the contention that minimum wages may lead 
he adoption of techniques previously profitable, or the discovery of new 


niques, in low-wage industries subject to vigorous competition in na- 


| markets. He claims that “this ‘shock’ theory is at present lacking in 
| evidenc 
tually there is a large volume of experience in the South and else- 
re indicating that real improvements in management, sometimes fol- 
¢ alterations in management personnel, have occurred when one or 
ns have been forced to raise wage scales because of the threat of 
the certification of a union as bargaining agent after an organizing 
or minimum wages resulting from government action. Part of 
relative improvement in management in the affected firms would have 


rofitable before the higher wage scale took effect. Marginalists are 


ne to overlook the marked differences in management efficiency and the 


it management personnel, and not the work force, may be altered 

the firm’s operations are unprofitable. The management-stimulating 

ts of independent firm increases in wages and of higher minimum wages 

mmon knowledge in business circles in the South.‘ Moreover, an- 

executives of 43 Southern firms indicated that the “shock” of a 

e wage increase in a low-wage section of an industry may frequently 

) increased sales efforts and thus perhaps expand sales, production, 

oyment beyond the volume that otherwise would prevail—a 
npletely opposite to the expectations of the marginalists. 


“Ingenious 


allt 


\ 


” 


{ 


’ marginalist may point out that such management im- 


| increased sales efforts, though contrary to his expecta- 
help to reduce unit and marginal labor cost and therefore operate 


ngs of Marginal Analysis for Wage-Employme: 


1. XXXVI, No. 1, pp. 68-71. 


tomic Review, Vol. XXXVI, No. 3, p. 359. 


Review, Vol. XXXVI, No. 1, p. 80. 
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one example, the statement of an executive of a large Southern textile 
ted “Shortcomings of Marginal Analysis for Wage-Employment Problems,’ 
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in the direction of equating marginal net revenue productivity and mar- 
ginal factor cost. Such actions can, however, hardly be described as employ- 
ing workers according to the marginal principle and certainly would indi- 
cate real shortcomings for that principle as an explanation of wage-em- 
ployment relationships in individual firms. Furthermore, marginal net rey- 
enue productivity and marginal labor cost may still be unequal after the 
management improvements or increased sales efforts. If so, what does the 
employer do? Curtail his output? Discharge some employees in order to 
reduce his working force? No, for reasons already discussed, business men 
do not generally think and operate that way. 

At the heart of economic theory should be an adequate analysis and 
understanding of the psychology, policies, and practices of business map- 
agement in modern industry. Contrary to the assumptions of marginalists, 
the quality of business management may not vary according to its com- 
pensation, nor is such management all cut to the same pattern, motivated 
by a single pecuniary purpose and making decisions by one method (i.¢., 
comparison of marginal magnitudes). Examination of managements 
modern manufacturing corporations clearly reveals marked differences i; 
attitudes, policies, methods, and results in firms where compensation to the 
management is approximately the same. Investigation of the operations of 
business management shows to what a large extent wage rates and employ- 
ment in modern industry are influenced by factors other than pecuniary 
comparisons of marginal units.* 


Itt 


Reasoning about labor markets as though they were commodity markets 
seems to be an important explanation for erroneous conclusions on suc! 
matters as minimum wages. Phrases and statements like the following ap- 
pear repeatedly in recent writings of economists: ‘‘the equilibrium level of 
wages in a purely competitive labor market”; “pure competition in th 
labor market under which the wage is ‘given’ to the firm and beyond its 
control”’; “under a free labor market, different wage rates for the sam 
kind of labor could not long exist’; “‘the wage which ‘clears the market’ 
with free entry for all qualified applicants in each classification is the eco- 
nomically justifiable wage”; ‘labor is properly priced and allocated in a 
competitive system if, say, all unskilled labor in a particular market sells 
at the same price.” 


‘S If business managements did all operate as the marginal theory implies, presumably th 
would be intensely interested in arranging their cost systems so that marginal estimates ar 
comparisons might be made. Actually a study by the Office o1 Price Administration in 194 
revealed that, of 187,370 companies investigated, about 85 percent did not allocate cost on a 
product basis. (See A Report on Cost Accounting in Industry, Accounting Department, Office 
Price Administration, June 30, 1946, pp. iii and iv.) That means that more than five out 
every six firms do not have total cost figures separated by product and could not, therefor 
even calculate average unit costs, to say nothing of marginal unit costs or “marginal net 
revenue product.” 

Such data help to explain why, from the 430 Southern manufacturers to whom I sent ques 
tionnaires, only 56 replies were received that contained estimates regarding changes in their 


unit variable costs with changes in scale of output or regarding their adjustments to relat 


changes in wage scales. 
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ntrasts between labor and commodity markets are striking. The 

r market itself is even difficult to define; the initial sale takes place at 

employer’s employment office or on the job and thereafter presumably 

at each work bench in continuous fashion so long as hourly workers 
work. 

, job is a complex of factors, most of which have no counterparts in 

nodity markets. Such factors include physical conditions in the plant, 


4 


rkloads, speed of operations, danger of the work, length of the workday 


| workweek, vacations and holidays, benefit and recreational programs, 
t rules, seniority provisions or practices, steadiness of employment on 
ob, advancement possibilities, prospects for relative wage increases or 
reases on that job in that firm, existence or non-existence of a union and 
or agreement, the kind of union, etc. 
lition, there are a number of psychological and social factors that 
t investigations indicate are important in explaining differences in job 
sfaction and effectiveness of labor, such as the human quality of super- 
nd top management, friendship and personal loyalties, congeniality 


fellow workers, social life in the shop, social status of the work, and 


ns of fair and equitable treatment. 

y wage and employment policies, even in the absence of unions, 
differ markedly from their policies with respect to the purchase of 
ties. In considerable measure, their labor-market policies do not 
llow demand, supply, or mere price considerations. Usually em- 

rs make wage increases or decreases across-the-board for the various 
ons and not in terms of local demand and supply for each occupa- 
Normally companies of any size will not dismiss established em- 
order to hire other labor offering to work at wage rates below the 
’s current rates. The labor-market policies of many companies 
erned to a considerable degree by a desire to preserve their reputa- 
that market and to develop and maintain employee “loyalty” to 
npany. 
>a reduction in commodity purchases, reduction in an employer’s 
ce generally involves significant costs to the employer. It is costly, 
le, because of the adverse effects upon the morale of the remaining 


rkers, the tendency for workers to restrict output in the face of reductions 


» work force, the need to shift workers to different jobs with changes 


the scale of plant operations, and possible increases in the employer’s 


der experience rating in unemployment compensation (not to 

lans for dismissal compensation, guaranteed employment, or 

teed wage income). The added costs of work-force reduction may be 

| gh under a union agreement. Such factors, though troublesome 

arginalist, must be taken into account in discussing employment 
ents to wage changes. 

irm may increase its wage scales for a variety of non-market reasons*’ 


te 


‘essor John W. Riegel reported that “Executives of 60 important firms stated 
erence that some of the differences in wage rates between firms could be ex- 
grounds of one employer’s ability and willingness to pay more than other 
r apparently comparable services’.”” Wage Determination, p. 8. 
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such as notions of “‘fairness” and “rightness,”’ increases in the cost of living 
custom and tradition, maintenance of historic relationships, desire for the 
security from criticism provided by conformance to an industry pattern, 
public sentiment, etc. Wage changes often spread from company to com- 
pany by emulation rather than because of present or prospective demand 
and supply in the labor market. The extent to which companies follow a 
leader, the industry, or a job evaluation system, and disregard narrow mar- 
ket considerations in making wage changes is brought out by a study of 
company wage policies on which the author is engaged. ; 

Many company policies in the labor market simply do not conform to the 
precepts of pecuniary marginalism so that “each worker receives the value 
of his marginal product under competition.’’ Consequently, a wide diversity 
of wage rates may exist and persist in the same locality for workers of equa! 
skill, ability, and effectiveness. 

Such matters are elementary and commonplace to a student of labor but 
they seem to be largely overlooked by theorists of the marginalist faith. It 
will not do to dismiss them with such a remark as: “Not much depends on 
whether non-pecuniary considerations of the business man are translated 
into money terms or, instead, treated as exceptions and qualifications in the 
explanation of typical business conduct.’’** Even on the “pecuniary” 
marginalism has become suspect for some of the reasons indicated above 
and in my previous paper. The existing and expected volume of product 
sales appears to be a factor in firm employment that operates independent 
of the principle of equating its marginal net revenue productivity and 
marginal labor cost. Wage-employment relationships for individual firms 
cannot be adequately explained if we confine our thinking within the mental! 
ruts of the marginalists. 


side, 


RICHARD A. LESTER* 
3 Machlup, American Economic Review, Vol. XXXVI, No. 4, Pt. 1, p. 526. 
* The author is associate professor of economics in the department of economics and socia 


iil 


institutions at Princeton University 


Rejoinder to an Antimarginalist 

In his note! Professor Lester replies to certain critical comments whic! 
[ made ina recent article? on antimarginalist prejudices and misunderstand- 
ings of the type exhibited by him.’ I avail myself of the traditional right of 
rejoinder. 

[ begin with a concession. I readily concede to Professor Lester that I did 
not know whether he had asked his questions of Southern industrialists on 
one sheet of paper or on separate sheets; at one time or at different times. 
Thus I spoke of each of three sets of questions as a “questionnaire.’’ Now I 
learn that they were ‘“‘parts of one questionnaire” (although there had beet 

. “Marginalism, Minimum Wages, and Labor Markets,” pp. 135-48 above. Cited her 
after as “‘Marginalism.”’ 

2 “Marginal Analysis and Empirical Research,” Amer. Econ. Rev., Vol. XXXVI (Sept., 
1946), pp. 519-554. 

“Shortcomings of Marginal Analysis for Wage-Employment Problems,”’ Amer. Econ. Ket 
Vol. XXXVI (Mar., 1946), pp. 63-82. Cited hereafter as “Shortcomings.” 
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» questionnaires’’).4 I wonder what difference that makes. The incon- 
ies between the answers to Professor Lester’s questions on employ- 
ind adjustments are neither eliminated nor explained but rather 

asized by the fact that they were given in response to ‘‘one’”’ question- 


sorry that with all the expository efforts invested in my article I 
st succeed in making clear to Professor Lester what marginal analysis 
ins and what it does not mean. Had I succeeded, he could not have re- 

tted several statements of his earlier article. 
It would be wasteful of time and space if I countered reiteration with 
iteration. It may be desirable, however, to restate the issues concisely in 
der of the ‘‘tentative conclusions’ ’which Professor Lester enumerated 

| of his earlier article. 
‘Market demand is far more important than wage rates in determining a 
rn lume of employment.’”* If “important” means that market demand is 
re variable variable than wage rates in the determination of employ- 
Professor Lester is absolutely right and I know of no one who has 
r said anything to the contrary.’ Economists cannot but be aware of the 
market demand (orders, sales, sales expectations) is subject to 
ind cyclical variations while wage rates are usually settled by con- 
specific periods such as a year; and that market demand may be 
or doubled in these fluctuations while wage rate variations of as 
as 20 per cent in one year are an extraordinary occurrence (except in 
tries with heavy inflation). Hence, there is absolutely no argument 
he fact that “‘variations in the total volume of employment in a 
anufacturing plant already constructed are primarily the result 
nd anticipated changes in the volume of sales or orders for the 
ts of the plant.’’* Professor Lester makes it appear as if this were his 
on” and as if it were inconsistent with marginal productivity theory. 
t, sales expectations are an integral part of marginal productivity, as I 
ed patiently in my article. 

ost manufacturing concerns apparently are considered by their execu- 
be operating al decreasing unit variable costs all along the scale between 
100 per cent of plant capacity. Consequently, it is seldom practical for a 


rm rlail output (and, therefore, employment) simply in response to an 
rease in wage rates.”’* Decreasing unit variable costs have always been 
Ma sm,” p. 137. 


’ p. 137. On the basis of one set of questions Professor Lester had con 
stitution between labor and machinery is rare; on the other set of questions he 
hat in firms with high labor costs the introduction of labor-saving machinery was 
ortant form of adjustment to increased wage rates. Instead of explaining the 
Professor Lester now declares that my mistake of thinking of separate ques 
tead of only one “‘may help to explain why so much of [my] criticism miscarries.” 


p. 81. 


tant” should mean that demand is in some sense a more fundamental] variable, 
vould be meaningless. The significance of the concept of demand for the 
ngle firm lies in the juxtaposition to costs. 
Marginalism,” p. 138. 
ngs,’ p. 81. 
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included among the possible assumptions for marginal analysis; their effects 
neither contradict nor qualify any of the general propositions of margina] 
productivity theory. That certain manufacturing industries operate under 
decreasing unit variable costs has been assumed in conventional theory. 
Professor Lester states that “‘consequently” output reductions in response 
to wage rate increases are “‘seldom practical.” This is a non-sequitur, and no 
amount of reiteration can make it a correct inference. To be sure, manv- 
facturing firms may not “curtail output” in direct response to wage in- 
creases; they are more likely to raise selling prices, which in a given market 
situation will reduce sales—so that it would be the sales volume rather than 
the wage level that appears as the “direct” cause of any output reductions 
(In this case the reduced sales volume is, of course, not a reduced demand 
in the sense of conventional terminology.) 

3. “In modern manufacturing, a firm’s level of costs per unit of product is 
influenced considerably by its scale of output; the reverse, as assumed by con- 
ventional marginalism, is not generally true.’’!° “Costs” may mean either a 
series of points on a curve or the level of the whole curve. It is not clear 
which “‘cost’”’ Professor Lester has in mind when he says that the “‘reverse” 

that is, output influenced by cost—is not generally true. His statement 
may mean at least three things. If it is to mean that the volume of output 
produced by the firm is usually not influenced by the shape of the cost curve, 
it is clearly incorrect, or producers would in good times produce far above 
“capacity” and might in slack times curtail output even more than they do 
If it is to mean that there are situations in which a change in the level of 
the cost curve need not result in a change in output, it is a correct statement; 
indeed such situations, far from being inconsistent with marginal analysis, 
can be most conveniently described by it. If, finally, it is to mean that 
changes in the cost level will usually be without influence upon output, then 
the statement is not supported by any evidence and should be considered 
as false until such evidence is furnished. 

4. “For many manufacturing concerns it is not feasible, or would prove to 
costly, to shift the proportion of productive factors in response to curreni 
changes in wages, in the manner suggested by marginal analysis.’ If “cur- 
rent” is to suggest “immediacy,” there is nothing wrong with this state- 
ment, except the last clause. Marginal analysis of the general equilibrium 
has often assumed absence of substitutability between factors in a given 
plant. This assumption of fixed coefficients of production was made for the 
sake of simplicity. In reality the elasticity of technical substitution is prob- 
ably much greater than most “‘marginalists” have assumed. To be sure, a 
continuous, gradually sloping, short-run marginal productivity curve for a 
productive factor employed in a single firm implies a considerable elasticity 
of substitution between factors, but not a greater one than that which 
Professor Lester confirms as existing when he permits variations in the uti- 
lization of plant capacity between 70 and 100 per cent. Substitution between 


10 Loc. cit 


ul “Shortcomings,”’ p. 82. 
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and labor does not have to take the form of changes in the machinery 

int; marginal productivity curves may be relatively elastic over 
‘ranges without any such variability of equipment. It goes without 
that there is much more substitution in the long run than in the short 


The practical problems involved in applying marginal analysis to the 
process operations of a modern plant seem insuperable, and business 
‘ves rightly consider marginalism impractical as an operating principle 
manufacturing establishments.” This is a misunderstanding of the 
x of marginalism. Professor Lester relied on the ability of his indus- 
ts to know their “unit variable cost” at various scales of output. Yet, 
ms of unit costs, in a single-process plant as well as in a multi- 
lant, are much more complicated than estimates of marginal cost. 
tal costs and revenues can be known without any knowledge of 
ve costs and revenues; the reverse is not true. (For example, one may 
w the additional expenses caused by increases in output without bother- 
ocate and calculate the total expenses before or after the increase. 
totals are needed for a calculation of averages; of course, whenever 
totals are known the differences between the totals are given implicitly. 
; of joint products—multi-product plants—incremental (marginal) 
the only cost that is separable and determinate.) 
“Of the three adjustments stressed by business executives to meet a rise 
es relative to those paid by competitors, two—better management practices 
creased sales efforts—are neglected by conventional marginalism; 
the adjustment stressed by marginalism—curtailment of output—s 
lered so unimportant and exceptional as to be mentioned in only one out 
ery 11 replies.’ Professor Lester refers here to an item in his question- 
re in which the respondent business man should state that he would ‘“‘re- 
production by deliberately curtailing output.’’ Such wicked conduct 
Professor Lester represents as the one ‘‘adjustment stressed by marginal- 
\s if marginalist theorists had never said anything about adjustments 


nanu- 
in- 
arket 
than 
Hlons 


mand 


1 


con- 


il 


igh higher selling price, greater selling efforts, changes in quality and 

f product, different production methods, substitution between factors, 

Professor Lester, however, adds this to his last conclusion: “Indeed, ex- 

e seems to indicate that, on an individual-firm basis, the adjustments 

nsidered important by the business executives may, at times, even result in 

irger firm employment at a higher wage level.’”'* No marginalist theorist will 

ny that this (‘‘at times’’) is a possibility. But in order to justify putting it 

e final proposition in a set of conclusions supposedly “drawn from the 

ita contained” in his study, Professor Lester should have offered some 

pport for the probability of the occurrence. Yet, he has furnished not even 

hinnest scrap of evidence, not the vaguest suggestion of plausible rea- 
sons in support of the proposition. 
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I have the impression that Professor Lester is fighting against marginal] 
productivity theory chiefly because it appears to establish a presumption 
that changes of wage rates result in inverse changes of employment in the 
single firm. I must say that there is nowhere an explicit statement to that 
effect, neither in his earlier article nor in his present communication, and | 
must beg his pardon if my impression is incorrect. But Professor Lester 
repeatedly refers to ‘“‘cases’”’ in which increased wage rates need not result 
in reduced employment and may result or did result in increased employ- 
ment. (Unfortunately, he does not bother to say whether the demand for 
the product was unchanged in these cases. But he does not hesitate to refer 
to experiences between 1939 and 1941—defense boom!—to support his 
argument.) If my impression about the chief aim of the attack is correct. 
Professor Lester could have served his purpose by showing under what 
conditions the presumption would not hold and by proving that such condi- 
tions actually prevail ina number of industries. Instead, he set out to fight 
against “‘marginal analysis” in general and to prove ifs “shortcomings.” Yet, 
of his six “‘tentative conclusions”’ the first four are perfectly consistent wit! 
marginal analysis, and the sixth—at least in the cautious way in which it is 
formulated—is not inconsistent with it. Only the fifth proposition—that 
marginalism is “‘impractical’’—would, if true, contradict marginalist theory 
of business conduct (or at least one of its interpretations). 

What is Professor Lester’s alternative theory of business conduct and 
employment? I take it that Professor Lester does not accept the anti- 
marginalist “‘full-cost”’ theory of pricing which was advanced by Hall and 
Hitch.” This theory would suit the purpose of proving insensitiveness of the 
firm’s output to wage increases much worse than marginal analysis; it holds 
that wage increases as a rule are shifted forward in full to the consumer 
which would reduce output by more than the marginal principle usually 
calls for. 

According to marginal productivity theory employment depends on sev- 
eral variables: anticipated selling prices and sales quantities with their 
potential variations; technological possibilities; conditions of supply of com- 
plementary and substitutable factors; and conditions of supply of the factor 
in question. Is it perhaps Professor Lester’s theory of employment in the 
individual firm that of the several variables considered by marginal pro- 
ductivity theory only one counts, namely, the demand for the product? 
This interpretation is suggested by the fact that his proposition on the im- 
portance of market demand is reiterated several times in his foregoing note 
He varies the formulation of the proposition by the use of the modifiers 
“primarily,” “generally,” “simply,” “independently.”’ Thus, after having 
emphasized the primacy of selling possibilities in the determination of em- 
ployment—see the sentence quoted above with Professor Lester’s first con- 
clusion—and after minimizing the importance of the principle of maximiz- 
ing business profits, he says that ‘‘on the contrary, the volume of output and 
employment in the individual firm generally varies simply and directly with 

R. L. Hall and C. J. Hitch, “Price Theory and Business Behavior,’ Oxford Econ. Papers, 
Vol. 2 (1939 
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volume of present and prospective demand for products of the plant.’ 
ind again: ““The existing and expected volume of product sales appears to 
r in firm employment that operates independent of the principle of 
iting its marginal net revenue productivity and marginal labor cost.’’!’ 
‘s were all, the difference between Professor Lester and the marginal 
vity theorists would boil down to the question whether or not it is 
hat employers take account of anything besides the selling possibilities 
heir wares. Professor Lester, guarded by a few adverbs, denies it. 
Marginal productivity theorists believe that other variables count too, al- 
certain well-defined situations one or another variable may be 
zed. 

Professor Lester tries to show why these other variables are of no impor- 
His favorite point, that conditions of “‘declining unit variable costs 
100 per cent capacity’’* somehow interfere with the operation of the 
irginal principle, is untenable. Another of his points concerns cases where 
prices and demand elasticities remain unchanged with variations 
or anticipated demand.’”!* We know several cases in the theory of 
rfect competition in which selling prices remain unchanged in spite of 
demand. Perhaps Professor Lester thinks of the case of tacitly 
prices under oligopoly in which the sales curve breaks off at the vol- 
f sales expected at the given price. (Since under the oligopolistic con- 
ns price reductions are regarded as impractical, there is no practical 
of expanding sales.) We all have learned that in such a case the 
revenue curve exhibits a vertical drop. If there should also be no 
of technical substitution for labor, the marginal productivity 
|. of course, reflect that condition and have the vertical range over 
hanges in wage rates (or marginal labor cost) are without any effect 
ployment in the firm. This is nothing new to the marginalist. Does 
Professor Lester wish to regard it as the “‘genera! theory” of employment in 

To me it is a special case.”° 
Other points brought up by Professor Lester refer to the cost of changing 
of the work force. To reduce employment may be costly for several 
deteriorated ‘“‘morale of the remaining workers’’; possible slow- 
creased “employer’s tax rate under experience rating in unem- 


’ p. 138. Emphasis supplied. 


p. 148. Emphasis supplied. 
n,” p. 138. 


inge in the marginal productivity curve of labor employed in the firm will 


sensitive to changes in the wage rate only if these changes are confined to that 
petitors of the firm must pay the same or similar wage increases, the situation 
fierent: the oligopolistic sales curves will shift because each producer is apt to 
titors to follow suit when he raises his selling price in line with the increased 
hence, the “break” of the “imagined demand curve’’ will occur at a higher 
s increased price the physical sales volume will be smaller, and employment 
educed. Propositions about oligopoly situations making selling prices inflexible 
nt in the firm insensitive to increased cost must not be generalized: they are not 
hen the costs of competing producers are also increased. 
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ployment compensation,” etc. Every “marginalist” will agree with Professor 
Lester that “such factors . . . must be taken into account in discussing em. 
ployment adjustments to wage changes.’ (Are there, after all, “employ- 
ment adjustments to wage changes”? Does then employment vary also on 
account of other things than demand? If Professor Lester grants all this 
what is left of his case against marginal productivity theory?) Professor 
Lester is mistaken in thinking that to take account of such matters js 
“troublesome to a marginalist.’’ No trouble at all. The cost of changing the 
work force is one of the causes—besides the smaller elasticity of the short- 
run sales curve and the difficulties of certain types of technical substitution 

why marginal productivity curves are less elastic in the short run tha; 
in the long run. (Or, if one prefers to look at change-over costs of this sor: 
as part of the conditions of labor supply, they will make the marginal factor 
cost curve less elastic in the short run than in the long run.) The “‘menta! 
ruts of the marginalists’™ are equipped to take care of all the economic con- 
siderations which Professor Lester has mentioned as factors in business de- 
cisions. This makes marginal analysis less simple but more revealing than a 
theory which tries to explain the volume of employment in the firm solely 
with reference to its sales possibilities. 

Fritz Macutup* 


21 “Marginalism,” p. 147. 
2 “Marginalism,” p. 148. 


* The author is professor of economics at the University of Buffalo. 


Professor Lester and the Marginalists 


Professor Lester continues his attack on economic theory with a rejectio 
of my analysis of the effects of minimum wage legislation.’ The grounds for 
the rejection arise only in small part from peculiarities in my presentation 
which is termed a “‘strict application of ‘pecuniary’ marginalism’’; muc! 
more they arise from alleged defects inherent in ‘‘marginal analysis.” Thus 
his criticisms also refute, or fail to refute, modern price theory. It therefore 
seems more appropriate to explain briefly why economic theorists find 
Lester’s general position unconvincing rather than to argue particular 
points on minimum wages. 

1. Economic theory may refer to the logical relationships between eco- 
nomic magnitudes, or to both the logical relationships and their empirical! 
content. It is a formal property of a maximum profit position that the 
marginal cost of a productive service equal its marginal value product, and 
it is an empirical property that the marginal physical product curve have 
a negative slope. There is some ambiguity concerning the object of Lester's 
attack, but it seems a fair inference that to him the empirical content of 
price theory is seriously deficient, while the logical structure is usually, but 
by no means always, valid. This interpretation seems reasonable even 
though he persists in denouncing “‘marginal analysis,” a phrase that con- 


1 “Marginalism, Minimum Wages, and Labor Markets,” pp. 135-48, above. 
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e formal side of theory—and in any event a meaningless phrase un- 
me contrast to ‘‘marginal”’ (or is it “analysis’’?) is explained. 
In the less frequent case, then, Lester finds the logical structure of 
ry defective. Every theorist would welcome demonstrations of 
errors found in the works of leading modern economists. But, in- 
Lester has a penchant for attributing to anonymous “‘marginalists” 


ries that I have never before encountered in economic literature. I may 


example from his Economics of Labor since this passage is still 
ended in his recent writing. One of the nine assumptions underlying 
rginal productivity theory, we are told, is 
[hat the employer in an imperfect market will always reduce his price 
se his sales, whenever such action may add to his short-run 


ts. Employers following a price policy based on long-run considerations 


ish to sacrifice future profits in order to maximize present profits, 

when price reductions might antagonize customers or lead to a 

[It is not clear from the theory what production and employment 

employer is assumed to pursue when there is a difference be- 

e policy that would maximize profits in the short run and one that 
.ximize profits in the long run.” 


Lester please give us the specific reference to just one leading economist 


made this stupid assumption? 

More often Lester finds fault with the theorists’ empirical assumptions. 
.e will agree with him that economists have more often made errors 
ssion as well as commission—in observation than in logical analysis, 

incalculable amounts of good empirical work are still needed. But 
errors have not been so crude as those with which we are 


y turn again to the Economics of Labor for examples of fictitious 
nymous—empirical errors. Here are three more of Lester’s nine as- 
s of the marginal productivity theory: 
it the market for labor is a perfect market, so that the employer 
iffect the wage rate no matter how much labor he himself hires. 
[hat no element of monopoly has entered into the determination 
es for the other factors of production. 
(hat the employers’ demand curves for labor correspond to the mar- 
tivity curves of their workers and that the total demand curve 
the sum of a!l employers’ individual marginal-productivity 


t assumes 7 or 8 is of restricted applicability. The ninth assump- 
bly meaningless—what can the demand curve for physicists + 
en be?-—and if meaningful, then internally inconsistent because 
lemand curves are not independent. Fortunately, these assump- 

re also strangers to the marginal productivity theory. 
er a more recent example: ‘““Those who argue for wage reduc- 


nomic of Labor (1941 181. 
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tions on the grounds that a certain relationship exists between wage rate 
and employment tend to overlook the fact that a shift to less capitalist 
or more labor-consuming method may be impractical not only for reason: 
given above but also because the skilled workers necessary to operate the 
antiquated equipment are no longer available.’’* I shall mention only three 
of the possible meanings of this statement. (1) The “marginalists” contend 
that substitution of labor for capital often requires a reversion to “anti. 
quated”’ techniques operated by laborers with obsolete skills. References? 
(2) The “‘marginalists” usually overlook or deny that a fall in the wage oj 
one type of labor may lead to an increase in the demand for other kinds oj 
labor whose wage rates have not fallen. References? (3) A fall in the wage 
rate of a given type of labor does not lead to additional employment of this 
type of labor. Evidence? 

4. Even if large logical or empirical errors had been committed by lead 
ing modern economists, Lester could not refute price theory merely by dem. 
onstrating these errors. A theory can be refuted only in its strongest ver. 
sion, and it would be a necessary part of Lester’s task to show that corre 
tion of these blunders would lead to logical inconsistency or empirical con- 
tradiction or deprive the theory of its ability to forecast economic events 
But first the blunders in the existing theory should be demonstrated: Lester's 
reformulations have not been so happy as to make this first step redundant 

5. Lester apparently believes that the findings of his empirical studies 
must be accepted quickly and completely, presumably because they ar 
“‘facts.’’ Unfortunately, the details of his studies are not reported in suffi 
cient detail to assess their validity or, indeed, even to understand their 
meaning. Consider an example. 

As a rule, average variable cost falls when output rises, until capacity is 
reached. How were the entrepreneurs who filled in the questionnaire instruc- 
ted to segregate variable costs? How was capacity defined? How were th 
diverse products of a firm to be added to secure an index of output? W! 
were the characteristics of the firms that responded (in comparison with t 
industries at large): was their scale of operations growing; were they equal! 
subject to competitive pressures; etc. ? 

6. Some of the findings in Lester’s studies are impossible, and some ar 
wholly in keeping with the “marginal” theory; yet both types are held y 
as refutations of the theory. An example of the impossible is the finding that 
when 6 metal-working firms increased output from 70 to 80 per cen 
capacity—a 14.3 per cent increase of output—the average decline of aver- 
age variable costs was 15.9 per cent. Hence on average the total cost fell by 
4.9 per cent when output rose 14.3 per cent. We shall not accept this result 
even if Lester obtains it from 6,000 metal-working firms. An example of the 
expected is that a rise in wages may lead to increased selling efforts. It 
said that ‘such actions can, however, hardly be described as employing 
workers according to the marginal principle,’ and yet it is surely part and 


‘Shortcomings of Marginal Analysis for Wage-Employment Problems,” Am. Econ. 
Vol. XXXVI, No. 1 (Mar., 1946), p. 73. 
5 “Marginalism, Minimum Wages, and Labor Markets,” pp. 135-48, above. 
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marginal productivity theory that if the price of one produc- 
e service is increased, other productive services will be substituted for it. 
- Lester’s use of others’ empirical studies is equally disquieting. For 
: cites two industries in which employment rose more rapidly 

1937 or 1939 and 1941) in the section of the industry most affected 

um wage actions.® That the studies pertained to identical firms at 

tes did not interest him; although by parallel logic it can be shown 

t inquiry of health of veterans in 1940 and 1946 that no soldier 
wounded.’ “For the purposes of this paper there is no need to 
e individual cases where the results are so opposite to the expecta- 
arginal analysis and to assess the responsibility of each factor for 


ts.’’8 This is regrettably true: for Lester’s purposes it is unneces- 


the 


rences? rel 
Vage 
inds 
wag 


yze contradictions of the marginal productivity theory, for the 

ese purposes is to indict the theory. But if his purposes were to 

economic phenomena and to improve our theory of their be- 

se contradictions would be of crucial importance and they would 

.ustive analysis. The economist is not a prosecutor, he is a judge. 
GEORGE J. STIGLER* 


f4 
Ol 


n Economic Review, Vol. XXXVI, No. 1, pp. 75-76 
; reasonably complete; of one of his industries it is reported: “Of 128 plants 
ition was sought, 16 were found to be out of business. . . . Fourteen of the 
lower average wages than the average for their division of the industry in 
paid higher wages.” “Hourly Earnings in the Furniture Industry,” Mo 
t., 1941, p. 744 n. 
nomic Review, Vol. XXXVI, No. 1, p. 76 


fessor of economics at Brown University. 


Effects of Redistribution of Income on Consumers’ Expenditures' 
n and Summary 
only held view among economists that underemployment is 
of the excess of intended saving over investment. There are two 
s of reducing this excess, either by increasing investment or by increas- 
rent expenditures so that current savings are reduced. This paper is 
tempt to make use of available data in order to examine one of the 
suggested for increasing consumers’ expenditures—the re- 
bution of current income. 
since the resulting estimates of the increase in consumer expenditures 
g from income redistribution are small, the conclusion is drawn that 
ent data are correct, too much emphasis should not be placed on 
e redistribution for the solution of the savings-investment problem. 


idy s begun under the direction of Everett E. Hagen and completed under that 

\. Musgrave at the Board of Governors of the Federal Reserve System, Washing- 

D. C. The writer wishes to acknowledge his indebtedness to Mr. Hagen and Mr. Musgrave, 
members of the research staff of the Board of Governors, who made valuable 

le also wishes to express his appreciation to the Bureau of Labor Statistics and 


Old Age and Survivors Insurance, both of whom made available unpublished 
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However, the data are inadequate to arrive at a definite conclusion. A meth. 
od is suggested for testing the data by linking survey estimates of incom, 
with social security data on incomes. Such linking has been done in the case 
of one small sample. The results suggest that reporting errors in available 
data may tend to cause understatement of the effects of redistribution. It js 
recommended that a similar test of survey data be made on a national scale 
Whether redistribution of income will materially increase consumption js 
such an important socio-economic question that every effort should be 
made to improve our knowledge concerning it. 


I. Reducing Savings by Income Redistribution 


Past income studies have shown that people in the upper income brackets 
save a larger fraction of their income than do people in lower income 
brackets. The substantial difference between the fractions of total income 


Cuart I 


saved in different income brackets has led many to believe that transferring 
income from upper bracket consumers to lower bracket consumers would 
greatly increase aggregate consumer expenditures out of a given total in 
come, and correspondingly reduce savings. 

However, considering only the differences between fractions of total in- 
come spent for consumption by various brackets overestimates the results 
Actually, the effect of redistribution depends on the marginal rather thai 
the average propensity to consume at various levels of income. This princi- 
ple, by now fairly familiar to econometricians, is illustrated by Chart | 
which presents two hypothetical sets of average expenditures by levels 
income. Line AA, with constant slope, shows a situation where the margina! 
propensity to consume is the same at any level of income, even though the 
fraction of total income spent for consumption declines steadily as income 
increases. In such a case, redistribution of income from higher to lower 12- 
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rackets will make for no change whatever in aggregate expenditures.” 
iollar of income transferred will reduce expenditures in the upper 
kets by exactly the same amount by which it increases expenditures in 
wer brackets. Line BB, convex from above, shows a situation where 
irginal propensity to consume is greater in the low than in the high 
kets. In such a case, redistribution will increase aggregate expenditures, 
e each increment of income transferred (AY) will increase expenditures 
e low brackets (AC’) by a greater amount than it will reduce expendi- 
n the high brackets (AC). Clearly, the greater the difference between 
rginal propensities to consume at high and low income levels, the 


ter will be the change in expenditures brought about by income re- 
\fany economists and political leaders who believe that income redistribu- 
ncrease consumer expenditures apparently base their belief upon 
n observation that low-income families spend a greater share of 
comes than high-income families. Chart I demonstrates that this 


sion is a non sequitur. If the income-expenditure behavior of United 


tates consumers resembles that portrayed by the curve AA, rather than 


BB, a basic tenet of the current political philosophy of many 
rals must be modified. Hence the available data merit careful analysis. 


ie Lags 


ctual situation, redistribution of income may well be accom- 

by a lag in adjusting expenditures and savings. This possibility is 

red. It is assumed that there is no lag. That is, we assume that a 

se income rises from say $500 to $1,000 will immediately spend out 

; new income the same amount as a man who had an income of 

to begin with. Likewise, a man whose income falls from $4,000 to 

spend the same amount as a man whose income was $3,000 to 

Moreover, this analysis is limited to short-run aspects of re- 

tion. It measures changes in the percentage of income saved due 

stribution of a given income total, but does not attempt to analyze 

ent changes in total income which may result, or their later effects 

1e distribution and savings. Further, no allowance is made for the 

th redistribution of income, saving habits might be materially 

[t is believed that these restrictions of the analysis do not destroy 
of the conclusions drawn. 

likewise ignores the effects upon total expenditures of any 

vestment resulting directly or indirectly from income redistribu- 


t part of the income range, the curve shows dissavings, that is, expenditures 
me. There is no difference in principle between transfer to saving or dissaving 
ilt in each case will depend upon the amount of additional expenditures out of 

ome, whether accompanied by increased saving or by reduced dissaving. An 

e for dissaving groups will, in the case illustrated by the line AA, tend to be 

1 reduction in dissaving. Expenditures by consumers who dissave will, there- 
rease by only a fraction of the additional income. 
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tion. Such effects must be allowed for in estimating the total effect of re. 
distribution. 


Basic Data 

Two large-scale sample studies of spending and saving habits have beep 
made in recent years. The first of these was the consumer expenditures 
study of 1935-36 by the National Resources Committee.* The second survey 
was the consumer spending and saving study of 1941 by the Bureay of 
Labor Statistics of the United States Department of Labor,‘ and the Bureay 
of Home Economics of the United States Department of Agriculture. On, 
of the improvements of the 1941 survey over the 1935-36 study is in th; 
1941 personal tax data which are sufficiently inclusive to use with con. 
fidence to obtain “disposable income” or income after taxes. 

Cuart IT 


AVERAGE EXPENDITURES BY LEVEL OF DISPOSABLE INCOME 
(all families and families with stable income) 


| | 
| 
| | 
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The 1941 consumers’ spending and saving study was a sample surve 
designed to reveal the national distribution of income and the patterns of 
expenditure and income of the country. The survey covered single indi- 
viduals and families of two or more in urban, rural non-farm, and farn 
areas. For theoretical as well as practical reasons, it seemed advisable for our 
purposes to leave out all single individuals and all farm families and to in- 
clude only urban and rural non-farm families of two or more.® In estimating 
a combined distribution, the sample data for urban and rural non-farn 


*U. S. National Resources Committee, Consumer Expenditures in the United States: I 
mates for 1935-36 (Washington, 1939). 

‘U.S. Bureau of Labor Statistics Bull. No. 723, Spending and Saving of the Nation’s Famu 
in Wartime (Washington, 1942). 

Another study, Survey of Prices Paid by Consumers in 1944, was made in 1944 by the Bur 
of Labor Statistics. It is not included here for the following reasons: (1) its covers only urbat 
communities; (2) saving-spending habits were distorted by rationing and the non-a\ ailabillt 


of consumers’ goods. 


See Appendix A. 
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ips were given weights based in part upon unpublished Office of Price 
jnistration data.* This distribution is shown in Table I which gives 
re income, expenditures after tax, and savings for each income 
Chart I] illustrates these data by showing average expenditures by 
ome. The shape of the income-expenditures curve indicates that 
redistribution will cause some increase in expenditures. 


I \VERAGE INCOME AFTER Drrect Taxes, AVERAGE EXPENDITURES AND AVERAGE 
SAVINGS BY INCOME BRACKET: ALL Non-FarmM ies, 1941 


(All data in dollars) 


, Average Average Average 
= Income Expenditures Savings 

500 321.1 408.5 —87.4 
000 740.6 797.1 —56.5 
1,500 1,252.0 1,286.0 — 34.0 
2.000 1,697.5 53.7 
3.000 2,458.7 2,400.9 57.8 
5,000 3,693.5 3,370.1 323.4 
10,000 6,101.7 4,925.8 1,175.9 
13,561.1 9,580.0 3,981.1 


| 


Techniques of Redistribution 


technique for redistributing income is to adjust the average income 
h bracket by moving it closer to some intermediate income figure— 
ple, the mean of the entire distribution. Each bracket average is 
lowered by a given percentage of the difference between it and the 
Redistribution by this method leaves aggregate income unchanged. 
rder to cover a wide range of possibilities, three percentage adjust- 
are used, a 10 per cent movement toward the mean, as a moderate 
50 per cent as a severe redistribution, and 100 per cent, 
kes all incomes equal, as the maximum redistribution. For exam- 
iverage income of the $0-500 bracket in Table I is $321 and the 
for the entire distribution is $2,163. The difference between the two 

s thus $1,842, and the 50 per cent redistribution raises the average 
$0-500 bracket by $921, so that the new average income for that 
becomes $1,242. For the $5,000—10,000 bracket with a mean income 
102, $1,969 is subtracted so that the new average income for the 


4 7 
1S $4.1 


Annendis A 


to our technique of redistributing income toward the mean was suggested 


$2,000-3,000 bracket. This would seem to indicate that the greatest effectiveness 
tained by redistribution toward the average income for that bracket, since the 
the marginal propensities are greatest above and below that point. How- 
n aggregate expenditures of such redistribution are little different from 
istributions, principally because the average income for the $2,000-3,000 
fairly close to the general average ($2,163). Data for this alternative proce- 
re, not presented. 


e. Or 
i 
for our 
to in- 
mating » 
t II shows a fairly sharp change in the slope of the income-expenditures 
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Some evaluation of the severity of the various degrees of redistribution js 
necessary. In terms of tax burden, the 50 per cent redistribution cage 
amounts to an added tax levied in addition to 1941 personal taxes. The ney 
tax would be a 50 per cent rate without exemptions on income above $2 163 
remaining after paying 1941 income taxes. For income brackets above { 
level, it would thus be a far heavier tax than the heaviest federal income 
tax ever enacted in the United States, that in effect in 1943-45. For dis 
posable incomes well below $2,163, redistribution by a 50 per cent move. 
ment toward the mean would be equivalent to remission of all direct taxes 
in effect in 1941 and contribution of sizeable cash payments in additio, 
The 10 per cent redistribution would imply taxes lighter on all income 
groups than during 1943-45. However, it would reduce 1941 taxes on groups 


TABLE IT.—PERCENTAGE OF NON-FARM FAMILIES BY INCOME BRACKET (1941), 
BEFORE AND AFTER REDISTRIBUTION 


Per Cent Movement Toward Mean 


Bracket 

0 10 50 | 10¢ 

0O—- 1,000 22.3 19.0 3.0 0 
1,000-— 2,000 32.9 35.0 47.0 0 
2,000-— 3,000 26.6 28.0 40.0 100 
3,000— 5,000 13.6 14.0 8.0 0 
5 ,000—10 ,000 3.4 3.0 1.7 | 0) 
10 ,000—over 1.0 3 0 


below the mean while raising them on higher groups. Even this chang: 
would involve greater redistribution than that of the wartime federal incom 
tax. As a further measure of severity, changes in the approximate 
tribution of families by disposable income brackets which might be br 
about by our redistributions are shown in Table II. 


Effects of Redistribution 

Three new distributions are obtained by the 10, 50 and 100 per cent 
movements toward equality. For these distributions total income is broke 
down between consumer expenditures and savings by applying for ea 
average income the income-savings relationship of the basis distributio 
Table III shows the percentage changes in total expenditures and savings 
which result. These changes are shown as percentages since the abso 
figures depend upon the size of the sample and have no general significa! 
Since aggregate savings are much smaller than aggregate expenditures 
small error in estimated change in savings will make a large percentag« 
ference. The percentage change in expenditures, the more reliable figur 
therefore used as our measure of the effectiveness of redistributing incom 

Strictly speaking, the percentages apply only to the 1941 savings-expenc 


® These comments use the concept of distribution of income in a very loose sense. N 
tempt has been made to define the degree of reduction in inequality of income in the! 
rigorous sense in which the term inequality is used by Gini. 
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n, or toa distribution of disposable income identical with that in 
ich the average and marginal rates of expenditures are the same 
family at a given position on the Lorenz curve as for the com- 
family in 1941. However, the percentages of change in expenditures 
taken as a rough measure—but not too rough for our purpose—of 
t of redistribution in any recent or probable near-future United 
me distribution. 
lusion to be drawn from our data at this point is evident: no re- 
n of any feasible severity will bring about a large enough change in 
te expenditures to offer a major contribution to the problem of increasing 
mand. If this conclusion is valid, it is of great social and economic 
nce since income redistribution is one of the basic methods by which 


[EFFECTS ON EXPENDITURES AND SAVINGS OF INCOME REDISTRIBUTION: 
ALL FAMILIES 


ia a a Per Cent Increase Per Cent Decrease 
f Redistribution 
in Expenditures in Savings 
vard equality 4.1 59.4 
ward equality 2.4 34.7 
5 


ward equality 


economists believe the economic system can be made to work. 
eem to demonstrate that income redistribution by itself would 
ijor change in the magnitude of the problem. 
a conclusion may be drawn categorically, however, the data 
nined further. 


me Dissaving 
rease in aggregate expenditures is due in great part to the 
of average dissavings below an income of about $1,300. The 
save in the lower brackets shows up clearly in Table I. As 
fore, it means that an increase in income going to low-bracket 
only partly be reflected in increased expenditures, the rest 
d in a reduction of dissaving. 
enomenon of continued low-income dissaving requires some ex- 
\t first glance it is difficult to see how families are able to live 
year increasing their debts continually (although it is just as 
see how they can live on such small incomes at all!). Except for 
people, families with low incomes are not in possession of large 
ularly if they continue to dissave. And presumably there 
e limit to the amount of credit the corner grocery store will give. 
explanations present themselves. One might be that the low- 
kets do not include the same people at all times, that the in- 
es in the brackets vary from year to year. The other might 
ted income in the low-income brackets is understated. 
e true that the low income groups include a large portion of fami- 
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lies which remain in these brackets only temporarily, the excess of expend). 
tures over income might conceivably be explained by a tendency of expendi. 
tures to lag behind when income falls. Dissaving for any individual fami); 
would be just temporary while its income declines, although for the average 
of all families in each bracket dissaving might be continuous. However, ty 
obtain dissavings for the bracket average, it must be assumed that there 
are more people whose incomes fall than there are whose incomes rise o; 
that there is a greater lag when incomes fall than when incomes rise. Th¢ 
first assumption is obviously correct for the lowest income group, if shifts jp 
income are large. There is no certain proof for either proposition. Since 
the 1941 income study was made during a period of generally rising income 
when most families moved to higher rather than lower levels of income, , 
downward expenditure lag seems questionable as a general explanation for 
the dissavings phenomenon. 


Data for Families with Stable Income 


However, in order to eliminate any possible distortion of the data by un- 
stable families, our experiments were applied to families with relatively stabi: 
income, defining a relatively stable income as one which changed by less 
than 5 per cent from the preceding year. 

TABLE IV.—AVERAGE INCOME AFTER Drrect TAXES, AVERAGE EXPENDITURES AND AVERAG! 


SAVINGS BY INCOME BRACKET: FAMILIES WITH STABLE INCOME 


Income Average Average Average 
Bracket Income Expenditures Savings 

0O- 500 328.7 361.2 — 32.5 
500— 1,000 736.9 783.5 — 46.6 
1,000- 1,500 1,253.3 1,245.6 
1,500— 2,000 1,722.6 1,625.3 97.3 
2,000— 3,000 2,399.9 2,252.2 147.7 
3,000— 5,000 3,683.3 3,218.4 464.9 
5 ,000—10 ,000 6,018.7 4,792.4 1,226.3 
10 ,000—over 11,079.2 7,950.28 3,129.0 


* Expenditures adjusted downward. 


The 1941 survey, apart from detailed data for 1941, also obtained from 
each respondee a rough estimate of his 1940 income. These estimates were 
probably not very accurate, but are all that are available. Since no estimates 
of total taxes for 1940 were included, to obtain disposable income it was 
necessary to make an estimate of direct taxes in 1940, based on adjustment 
of the 1941 taxes. Those families whose disposable incomes had changed by 
more than 5 per cent were then dropped out and the distribution in Table | 
was reconstructed including stable families only.* The new distribution 's 
presented in Table IV. 

® Average expenditures in the $10,000 and over income bracket were adjusted downward, 
since the sample for the top bracket was extremely small and the resulting average expenditure 
looked suspiciously high. 
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Comparison of the income-expenditure pattern of the all families and 
e families distributions shows that the marginal propensities to con- 
e at various income levels are similar for the two groups. It is interesting 

ilar that this also holds for the lowest income brackets since dis- 

esent for the stable families as well. When the three redistribution 

ses are applied to the stable income distribution,"® the similarity between 
rroups of families is clearly shown. The results are summarized in 


\ EFFECTS ON EXPENDITURE AND SAVINGS OF INCOME REDISTRIBUTION, BY 
[ype OF REDISTRIBUTION: FAMILIES WITH STABLE INCOME 


Per Cent Increase 


Per Cent | Per Cent 
f Redistribution Increase in | Decrease All Families 
“xpenditures in Savings Teble T 
Expenditure in Saving from Table II 
rd equality ($2,104) 3.3 33.5 4.1 
ard equality 22.1 2.4 


percentage increases in expenditures brought about by transferring 
e from high to low brackets in the “‘stable income”’ distribution are 
slightly smaller, not larger, than those for the all families distribution. The 
rcentage decreases in savings for the stable families, however, are much 
since the estimated reduction in dollar savings is about similar for 
es, while aggregate savings before redistribution are much larger 

r stable families. 
be cautioned that the data used for the stable family estimates 
Nevertheless, comparison of the two estimates seems to indi- 
t expenditure lags are not very important in explaining dissavings 

er income groups. 


f the Data 


nd possible reason to question the tentative conclusion is that 

ta obtained in the 1941 survey may be incorrect. The data for the 
respondees was checked as carefully as possible by the survey 

rs with data on changes in net worth of the respondees at the end 
year. Changes in net worth were obtained from a table of items enter- 
nges in assets and liabilities during the year and the enumerators 

to see that the sum of expenditures and net changes in assets 


s of redistribution, the average income and expenditures for stable families 

[V are used but the same family distribution by numbers is retained as 
family case. Otherwise the results would not have been comparable. Since 
bracket is slightly lower for families with stable income than for all families, 

e in the revised distribution is somewhat reduced and the new mean income for 
ition is $2,104. Aggregate savings, on the other hand, are larger in the revised 


f 


f the greater reduction in aggregate expenditures than in aggregate in 
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came within 5 per cent of the total reported income. Nevertheless, a stron, 
possibility of reporting errors in incomes and changes in net worth is jp. 
herent in the way the schedules were devised. The interview schedule wa; 
set up to get a much more detailed picture for expenditures than for income 
and for net changes in assets and liabilities. The figures for income }, 
source and for net worth were obtained for the entire past year while ey. 
penditures were obtained by shorter time periods, by numbers of items 
expense of each item, and so on. Summation of these details, item by item 
makes the expenditures estimate fairly accurate. Estimates based upon 
memory of total income gained by intermittent employment during the 
year leave a much greater margin for error, especially in the low-income 
groups where employment is most discontinuous. 

When a reconciliation of income and net worth figures is made by con. 
sidering one as a residual of the other, even if done by the respondee but a: 
the behest of the interviewer, there is some danger of merely rationalizing 
an error in the first estimate. There are a number of items in the list of the 
components of net worth where faulty memory is perhaps as likely as in 
estimating income. Accurate figures on such items as money on hand 
amounts due on various kinds of debts, payments and balances on install- 
ment purchases, and perhaps even bank accounts are difficult to remember 
Thus even if the expenditures estimates are reliable, an important check or 
the respondees’ estimates of their incomes for the past year is open to the 
same sort of errors as are the income estimates. 

However, income reported by employers to the Social Security Board may 
be used as a further check on the estimates of income recorded by inte: 
viewers. Since the coverage of consumers by social security is wide, althoug 
far from complete, it is possible to make use of social security records t 
compare incomes reported by employees with those shown by employers 
records. Particularly for low-income consumers with casual incomes, th 
presumably accurate records of the Social Security Board can be used 
check on incomes reported by consumers to the extent that incom 
earned in covered employment. 


Evidence from Old Age and Survivors’ Insurance Records 


A comparison has been made by the Social Security Board of data ob- 
tained from a 1939 census study and from records of the Bureau of Old 
Age and Survivors’ Insurance. This comparison presents an important 
clew. It suggests that the excess of expenditures over income in the lower 
brackets reported in income surveys may be due to progressively greater 
understatement of income by consumers, the lower their average income 

The OASI study compares data on taxable wages and total wage in: 
reported in a trial census of population of two Indiana counties for 1% 
with corresponding data for the same individuals from the old age an 
survivors’ insurance records. If both reports were accurate, on the average 
incomes reported to the census would be higher than the recorded incomes 
in the old age and survivors’ insurance files, since presumably not all t 
work done by employees would have been done in jobs covered by goverl 


COMMUNICATIONS 167 


ce. This was expected to be most pronounced in the low- 
ips where employment is highly irregular. The comparison 
vever, that incomes reported by individuals in the lower-income 
re below the incomes recorded for them in the old age and sur- 


ne rance records. In other words, low-income individuals on the 
r inderstated their income and, interestingly enough, the degree of 
te tatement increased the lower the income bracket. 


e VI shows the ratios by income bracket of income understatement 
the Social Security Board comparison of census and old age 
rs’ insurance reports. The ratio of understatement is defined as 
ome recorded by employers divided by the income reported 
is interviewers. These ratios are conservative estimates of 
ting which actually occurred, since some income will have been 

bs not covered by the old age and survivors insurance. 


» or OASI TaxaBie INCOME TO REPORTED INCOME, BY INCOME BRACKET 


h Bracket Ratio of OASI Taxable Income 
ncome racke to Reported Income 


$ 0O- 500 121.4% 
500—1 ,000 116.4 
to 1 000-1 , 500 111.1 
1, 500-2 ,000 102.7 


dency toward understatement of income by low-income groups 

ay also apply to the BLS survey. Hence, it will be of interest 

extent to which this may affect our preceding estimates. If in- 

low-income families was progressively more underreported, at 

vels of income, appropriate correction of the data would change 

expenditure relation in such a way that in the lower income 

iter increase in expenditures would accompany each increase 

raphically, the income-expenditure curve would become more 

vard. Redistribution of income then would result in larger 

consumption expenditures. 

es of experiment it may be useful to apply the measures of in- 

statement of Table VI to the 1941 study and observe the result- 

distribution. Presumably the 1941 study was conducted with 

ion than the trial survey in 1939, so that the data obtained 

rly accurate. Application of the understatement ratios to the 

ey income figures may, therefore, be regarded as the extreme upper 
rection of errors on the part of the respondees. 


of Incomes Adjusted by Old Age and Survivors’ Insurance 


, average incomes in Table I were adjusted by the ratios in 
ile average expenditures in Table I were left unadjusted. This 
urse, raised both aggregate income and aggregate savings. A 
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new savings figure for each bracket was derived by deducting the reporte; 
expenditures figure from the raised income figure, thereby changing the 
income-savings relationship considerably and greatly reducing the amount 
of dissavings. Table VII presents the distribution in Table I after this ag. 
justment. 


TABLE VII.—AVERAGE INCOME AFTER Direct TAXES, AVERAGE EXPENDITURES, AND AVERAG} 
SAVINGS BY BRACKET: INCOME AND SAVINGS ADJUSTED FOR UNDERREPORTING* 


Income Average Average Average 
Bracket Income | Expenditures Savings 

$ 500 389.8 408.5 —18.7 
500- 1,000 862.1 | 797.1 65.0 
1,000- 1,500 1,391.0 1,286.0 | 105.0 
1,500— 2,000 | 1,798.5 1,697.5 101.0 
2,000— 3,000 2,458.7 2,400.9 57.8 
3,000- 5,000 | 3,693.5 3,370.1 323.4 

5 ,000-10 ,000 6,101.7 | 4,925.8 1,175.9 

1 9,580.0 | 3,981.1 


10 ,000—over 13,561. 


* Incomes and savings in the four brackets between $0 and $2,000 adjusted by unde 
statement ratios of old age and survivors’ insurance. Expenditures unadjusted. 


The three redistribution cases were again applied to Table VII and the 
results are summarized in Table VIII. The resulting percentage increases ir 
expenditures are now considerably greater than in the preceding experi- 
ments. The relatively mild redistribution exemplified by the 10 per cent 
shift results in a 2.9 per cent increase in expenditures, as compared with 5 
per cent in Table II. Moving all incomes 50 per cent toward equality results 
in an increase in expenditures twice as great as before. 


TABLE VIII.—Errects ON EXPENDITURES AND SAVINGS OF INCOME REDISTRIBUTION, 31 
Types OF REDISTRIBUTION: ALL FAMILIES, ADJUSTED FOR UNDERREPORTING OF INCOM: 


Per Cent 


Per Cent Increase in 


Type of Redistribution Increase in Decrease Expenditures 
Expenditures | in Savings ($ billions 
100% toward equality 6.7 70.5 9 
50% toward equality 4.7 50.0 6 
2.9 30.5 | 4 


10% toward equality 


Using the assumption of a gross national product of 200 billion dollars 
disposable income of 150 billions, and consumer expenditures of 135 billions, 
figures for aggregate changes in expenditures are included in Table VIII 

The 10 per cent redistribution might mean an increase in total expend 
tures of 4 billions, compared with an estimated increase of one billion on the 
basis of our original data which included heavy dissaving. The magnitudes 
are still not spectacular, but are certainly significant. 
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The data from the 1941 study of consumers’ income and expenditures 
n to caution against placing too much faith in the theory that income 
redistribution will greatly decrease the volume of savings in the economy. 
ese data are the best we have to date, and until better data are avail- 
the conclusion drawn from them cannot be disregarded. However, two 
es should be kept in mind. 

Available data on which estimates of this kind can be based are thorough- 
nadequate for any definite judgment. Application of the old age and 
vors’ correction ratios shows that even fairly slight errors in reporting 
ffect the results considerably. Future income surveys should make 
f the data available from the old age and survivors’ insurance records 
eck on the accuracy of the survey data. Furthermore, the case for 
nst income redistribution depends not only upon the considerations 
-d here. Other aspects, such as the welfare effects of a more equal in- 

e distribution must also be considered. 


APPENDIX A 
The Sample 


[he Bureau of Labor Statistics-Bureau of Home Economics sample con- 

sisted of 1,007 urban families and 871 rural non-farm families. Of these, 211 

in and 464 non-farm had incomes which changed less than 5 per cent 

m the preceding year. Since the number of rural non-farm families was 

t in the same ratio to the number of urban families in the sample as in the 

| population as estimated by the Office of Price Administration, the 

iber of urban families in each bracket was multiplied by the appropriate 

-, 2.595, in order to get the same ratio of rural non-farm to urban 
ilies in the sample as in the estimate of the total population. 

[he decision to include only non-farm families was taken for several 

isons. In the first place, the sample of single individuals seemed too small 

ny further breakdowns which might have been necessary. Far more 

farmers and single individuals were left out in order to re- 

bute the incomes of a relatively homogeneous group. Farmers and 

ndividuals differ greatly from non-farm families, with respect to both 

listribution and expenditure patterns. Both farmers and single in- 

in general have lower money incomes than non-farm families. 

Combining all the groups would weight the lower brackets heavily with 

t penditure pattern of farmers and single individuals, who in general 

ter portion of their incomes than non-farm families. 

Ideally, our study should show what change would take place in spending 

each family and each individual in the country if no change took place 

Ss socio-economic status, other than the change in his income caused by 

stribution. We want to isolate the effect of income redistribution. But if 

‘oups were combined in the sample used, redistribution of income would 

e effect of causing many single persons and farm families to assume 

pending characteristics of non-farm families, thus exaggerating the 
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increase in expenditures. We would be testing the combined effect on ex- 
penditures of income redistribution, marriage, and farm-non-farm migra- 
tion. To avoid this statistical aberration, only non-farm families were use 
A complete study would of course redistribute income within each type of 
consumer units, and combine the results. The procedure used seemed th, 
most desirable simpler alternative. 

HAROLD LUBELL* 


* Mr. Lubell at the time of writing this paper was a member of the research staff of the Boar 
of Governors of the Federal Reserve System. He is at present a student at the Graduat, 


School of Public Administration, Harvard University. 
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Obligations upon the Union under the National Labor Relations Act 
Che National Labor Relations act has generally been considered to « 
fer rights upon the employees, exercised through organization and th 

selection of representatives, and running against the employer. The 
has been criticized on the ground that it imposes no obligations upon th 
union in the interests of its employee-members, whom it is supposed to 
represent. Several recent decisions of the National Labor Relations Board 
and of the courts raise the questions whether, in fact, the act cannot be s 
construed as to place such obligations, and, if the answer is in the affirr 
tive, what the extent of those obligations may be. 

[he source of any possible compulsions upon the union is to be found i 
Section 9(a), which states that ‘“‘Representatives designated or selected fi 
the purposes of collective bargaining by the majority of employees in a unit 
appropriate for such purposes, shall be the exclusive representatives of 
the employees. ...’’ Until recently the emphasis in this section had beer 
laid upon the word “exclusive,” in an elaboration and defense of the do 
trine of majority representation, both with respect to negotiations for t] 
contract and grievance proceedings. It now appears that considerable weight 
is being accorded the phrase “representatives of all the employees,” 
that this additional emphasis carries implications perhaps hitherto unfor 
seen. 

In Hughes Tool Co. v. NLRB, (1945) 147 F. (2d) 69, at 74, the Fitt 
Circuit Court thus took pains to point out that ‘‘When the Steelworkers 
inion accepted certifigation as the bargaining representative for the grou] 
it accepted a trust. It became bound to represent equally and in good fait 
the interests of the whole group. It ought not to discriminate in the exe 
tion of its duties between its own members and employees who belong t 
another union or to no union. The handling of grievances, as has bee 
pointed out, is part of the business it has assumed, and must be done w! 
impartiality.” 

If it thus becomes established that in accepting Board certificatior 
exclusive representative for the employees in a unit a union becomes sub 
to the burdens of a trusteeship, it is altogether conceivable that failur 
discharge such trusteeship obligations may become grounds for revoc: 


of certification. 
Consider Matter of Monsieur Henri Wines, 44 NLRB 1310. In this 
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e employees of a small wine merchant (Feinberg) sought member- 
Local 1 of the Distillery, Rectifying and Wine Workers Internationa! 
Before membership was granted, they designated the union as their 

g agent, and union officials thereupon concluded a closed shop 
nt with the employer, denied membership to the employee-appli- 
secured their discharge under the closed shop agreement and filled 
itions with unemployed members of the union. The employer read- 
led to this course of action and may even have been the moving 
In this case the Board ruled: 


[t is true, and we find, that on the day preceding the execution of the 
reement a majority of the employees designated Local #1 as their 
rgaining agent. Such designation would normally, under the proviso 
-d shop proviso of Section 8(3)], empower an agent, which had 
een assisted by unfair labor practices, to enter into an agreement 
ng membership as a condition of employment. But the pro- 
yas not intended, nor may it be construed, to legalize a con- 
y between the designated agent and the employer fraudulently 
prive of employment all the employees, including those upon 
se designations the agent’s authority depends. That is manifestly 
situation with which we are confronted. When the employees de- 
| their application cards to Pross [union agent] he assured them 
they were “‘as good as in,” and that the Local would proceed to 
iin on their behalf. [The Board notes here: That the Local would 
from bargaining against their interest was in any event im- 
its acceptance of their applications.] But it is evident, and we 
oth from the course of events and from remarks made by Oneta 
n official] and Feinberg [employer] on the day when the agreement 
-xecuted, that when the parties executed the agreement it was not 
led that the employees should be admitted to membership in 
| #1, and that the purpose of the agreement was to close the shop 
inst them and to distribute their jobs to non-employee members of 
Local. 
Local #1 thus repudiated its representative status, using the desig- 
t solely as a device to legalize its fraud. 


s case the remedy ran against both union and employer, though 
only against the latter, since reinstatement with back pay was 
nd the closed shop contract invalidated. It is difficult to conceive, 
at even had the employer been innocent of complicity the con- 
have been allowed to stand and its results inure against the 
n whose behalf it presumably was to have been negotiated. 
Corporation v. NLRB, 65 S. Ct. 238 (1944), is a case with many 
umstances which came before the Supreme Court for decision. 
tion between an independent and a CIO union, the former won 
ipon negotiated a closed shop agreement and sought the discharge 
lO employees. The Court majority declared: 


(he duties of a bargaining agent selected under the terms of the 
extend beyond the mere representation of the interests of its own 
members. By its selection as bargaining representative, it has 


the agent of all the employees, charged with the responsibility 


— 
~J 
bh 
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of representing their interests fairly and impartially. Otherwise em- 
ployees who are not members of a selected union at the time it is 
chosen by the majority would be left without adequate representation. 
No employee can be deprived of his employment because of his prior 
iffiliation with any particular union. The Labor Relations Act was de- 
signed to wipe out such discrimination in industrial relations. Numer- 
ous decisions of this Court dealing with the Act have established be- 
yond doubt that workers shall not be discriminatorily discharged 
because of their affiliation with a union. We do not construe the pro- 
vision authorizing a closed shop contract as indicating an intention on 
the part of Congress to authorize a majority of workers and a com- 
pany, as in the instant case, to penalize minority groups of workers by 
depriving them of that full freedom of association and self-organization 
which it was the prime purpose of the Act to protect for all workers, 
It was as much a deprivation of the rights of these minority employees 
for the company discriminatorily to discharge them in collaboration 
with Independent as it would have been had the company done it 


The minority opinion of Mr. Justice Jackson is interesting, too, in that 
it recognized a possible right on the part of the Board to impose conditions 
upon the certified bargaining agent. 

We do not mean to preclude the power of the Board, when the con- 
tract settling the strike, withdrawing charges against the company, 
and consenting to an election with a closed shop to the winner was 
brought to the Board, to have refused to dismiss charges and under- 
take an election unless each union agreed that, if it won a closed shop, 
it wou d open the union to membership from the losers on terms the 

soard deemed fair. Since no one could tell who would win, this wou 

in any event have been an impartial arrangement. Even after th 

Independent won, the Board before certifying it might perhaps ion 

erly have made conditions as to reasonable terms to the defeated. 


Mr. Jackson goes on to note: “This and the other cases before us give 
ground for belief that the labor movement in the United States is passing 
into a new phase. The struggle of the unions for recognition and rights t 
bargain, and of workmen for the right to join without interference, seems 
to be culminating in a victory for labor forces. We appear now to be entering 
the phase of struggle to reconcile the rights of individuals and minorities 
with the power of those who control collective bargaining groups.”’ 

[he question of minority representation has been raised by the Board 
but not settled, in situations where a union seeking certification discrimi 
nates among its membership as to the nature of the rights which membership 
confers. In Matter of R.K.O. Radio Pictures, 59 NLRB 132, an independen 
union petitioned for a bargaining unit including only movie extras, while 
t npeting Screen Actors Guild asked a unit comprising all who workec 
before the camera. In establishing a separate unit for extras, the Board 
placed heavy emphasis upon the Guild by-laws which divided its member- 
ship into three classes, the third class for extras having voting rights only 
in certain instances and even then restricted. “It is apparent,” the Board 


rie . 
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“that essential control of the Guild is effectively retained by its Class 
embers.”’ Inasmuch as the Board allowed the Guild a place on the bal- 
ven after relying on the differential membership privileges to split off 
parate bargaining unit, it did not examine into the question of whether 
Guild could adequately represent extra employees, if elected, if full 
bership privileges were denied them. This question it has raised, how- 

_ in instances of racial discrimination. 

In Matter of Bethlehem-Alameda Shipyards, 53 NLRB 999, 1015, the 
ard declared: 

We entertain grave doubts whether a union which discriminatorily 
lenies membership to employees on the basis of race may nevertheless 
bargain as the exclusive representative in an appropriate unit com- 

sed in part of members of the excluded race. Such bargaining might 

ive consequences at variance with the purposes of the Act. If such a 

presentative should enter into a contract requiring membership in 

e union as a condition of employment, the contract, if legal, might 
ave the effect of subjecting those in the excluded group, who are 

perly part of the bargaining unit, to loss of employment solely on 

e basis of an arbitrary and discriminatory denial to them of the 
privilege of union membership. 


806, where a union had urged racial discrimination in membership as a bar 


the petition for certification on the part of a contending union, the Board 


In the absence of proof that the Union discriminatorily denies mem- 
ership to employees in the appropriate unit because of their race, we 
see no reason to dismiss its petition. However, if it is later shown, by 
appropriate motion, that the Union has denied equal representa- 
to any such employee because of his race, creed, color or national 
rigin, we will consider rescinding any certification which may be 
ssued herein. 
It must be noted that in this case the Board was concerned with the rela- 
nship between its action and the President’s Executive Order No. 9346, 
ending Executive Order No. 8802, establishing non-discrimination on 
basis of race in unions as public policy. In the light of other Board and 
irt decisions, however, it may be questioned whether the absence of such 
‘xecutive order would have affected materially the Board’s position. 
Other cases have arisen which have not concerned the Board or its ad- 


uinistration of the National Labor Relations Act, but which have similarly 
inged on the obligations of the majority representative. The prevailing 


rend is definitely ascertainable as establishing duties on such representa- 
tives. According to one line of thought the obligations do not stop with a 
proper fulfillment of trusteeship. The privilege of unions to choose their 
wn members is being transformed by those with the broader view into a 
right of workers to membership in the union which represents them. Thus 


James v. Marinship Corporation, 155 Pac (2d) 329, the California Su- 
me Court asserted that where a union has attained a closed shop status, 


similarly, in Matter of Carter Manufacturing Company, 59 NLRB 804, 
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‘‘such a union occupies a quasi public position similar to that of a public 
service business and it has certain corresponding obligations. It may no 
longer claim the same freedom from legal restraint enjoyed by golf clubs or 
fraternal associations. Its asserted right to choose its own members does 
not merely relate to social relations; it affects the fundamental right ¢ 
work for a living.” In this case, the Court gave the Boilermakers Interna. 
tional Union the choice of surrendering its closed shop contract or of ac- 
cording to negroes the right of membership with full privileges. The estab- 
lishment of “auxiliaries” in a dependent status was considered insufficient 
performance of obligation, on the four grounds that a controlling loca| 
managed and supervised the affairs of the auxiliaries, the auxiliaries wer 
not allowed business agents of their own but were required to act through 
the business agents of the controlling local, their members could be dis- 
patched to employment only through the controlling local, and they pos- 
sessed an impermanent status since the international union retained powers 
of dissolving them at will. 

This trend of thinking has been evident in cases arising under the Railway 
Labor Act. In Brotherhood of Railway and Steamship Clerks v. United Trans- 
port Service Employes, 137 F. (2d) 817, a group of redcaps, ineligible t; 
membership in the union certified as exclusive bargaining agent, who sought 
to bargain on their own behalf but were rebuffed by the National Mediatior 
Board, petitioned for the intervention of the Court. The Court declared: 

They [the employees] have the right to organize and bargain collec- 
tively through representative of their own choosing, which carries 
the corollary that the right to organize is essential to the right to bar- 
gain collectively. And yet the employees in the case at bar are in- 
eligible to organize with the only labor union that their employer wil 
recognize as their bargaining agent. 

And Chief Justice Groner, in his concurring opinion, used even stronger 
language: 

The effect of the action of the [National Mediation] Board is to 
force this particular group of employees to accept representation by a1 
organization in which it has no right to membership, nor right to 
speak or be heard in its own behalf. This obviously is wrong and, if as- 
sented to, would create an intolerable situation. That the rules of the 
Brotherhood make negroes ineligible to membership is not a matter 
which concerns us, but that the Brotherhood, in combination with the 
employer, should force on these men this proscription and at the same 
time insist that Brotherhood alone is entitled to speak for them in the 
regulation of their hours of work, rates of pay and the redress of their 
grievances is so inadmissible, so palpably unjust and so opposed to 
the primary principles of the Act as to make the Board’s decision up- 
holding it wholly untenable and arbitrary. The purpose of the Act, as 
is apparent on its face, and has been recognized and confirmed by the 
Supreme Court and this court in many decisions, is to insure freedom 
of choice in the selection of representatives. While it is true that this 
purpose has been held to yield, when necessary, in the interest of uni- 
formity of classification in accordance with established custom (th 


wn 
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tion of appropriate bargaining unit], nothing in the Act nor in its 

truction by the courts can be found to justify such coercive action 

force upon any class of employees representation through an 

y with which it has no affiliation nor right of association. It is, 

efore, of no consequence that the porters were at one time depend- 

m Brotherhood as their spokesman with the railroad, for that was 

er a trusteeship of their own making. To perpetuate it by law would 

) impose a tyranny in many respects analogous to “‘taxation with- 
presentation.” 


s to be noted that the above decision was reversed by the Supreme 
320 U.S: 715, though on the purely jurisdictional ground that no 
le issue was involved. Nevertheless, it is apparent from the Su- 
Court’s opinion in the Sfeele case, to be cited shortly, that it has not 
pted the view that the obligation resting on the exclusive bargaining 
‘tends to the duty of admitting to membership all employees within 
of the unit. There thus appear to be two general doctrines emerg- 
respect to the obligations upon the majority representative, one 
be called the ‘‘trusteeship doctrine,”’ more limited in its applica- 
\iring primarily good faith representation of all employees within 
the other, which may be called the “public service doctrine,”’ more 
holding that the majority representative must open its ranks to 
sented employees on equal terms, or cease to represent those whom 
1dmit, permitting them to bargain on their own behalf. 
isions most generally known which apply the trusteeship doctrine 
rendered by the Supreme Court in Steele v. L. and N. Ratlroad, 
5.192, and Tunstall v. Brotherhood of Locomotive Firemen and Engine- 
23 U.S. 209. In the Steele case, the Brotherhood, certified as sole rep- 
tive and purporting to act for all firemen in the unit, concluded a 
with the railroad under which only “promotable” men should be 
ved as firemen. The result would have been to exclude negroes from 
nent as firemen, since practice prevented their promotion to posi- 
engineers. Negro firemen were not notified nor consulted as to 
posal, nor as to subsequent contract amendments limiting the num- 
negroes in each seniority district and otherwise restricting their 


ent rights. The court held: 


While the majority of the craft chooses the bargaining representa- 
when chosen it represents, as the Act by its terms makes plain, the 
or class, and not the majority. The fair interpretation of the 
ry language is that the organization chosen to represent a craft 
represent all its members, the majority as well as the minority, 
is to act for and not against those whom it represents. It is a 
e of general application that the exercise of a granted power to 
ehalf of others involves the assumption towards them of a duty 
se the power in their interest and behalf, and that such a 
power will not be deemed to dispense with all duty toward 

for whom it is exercised unless so expressed. 
We think that the Railway Labor Act imposes upon the statutory 
tative of a craft at least as exacting a duty to protect equally 
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the interests of the members of the craft as the Constitution imposes 
upon a legislature to give equal protection to the interests of those for 
whom it legislates. Congress has seen fit to clothe the bargaining repre- 
sentative with powers comparable to those possessed by a legislative 
body both to create and restrict the rights of those whom it repre- 
sents, cf. J. I. Case Co. v. Labor Board, supra, 335, but it has also im- 
posed on the representative a corresponding duty. We hold that the 
language of the Act to which we have referred, read in the light of the 
purposes of the Act, expressed the aim of Congress to impose on the 
bargaining representative of a craft or class of employees the duty to 
exercise fairly the power conferred upon it in behalf of all those for 
whom it acts, without hostile discrimination against them. 


And the Court, elaborating upon such an obligation, subsequently adds 
that ‘‘Whenever necessary to that end, the Union is required to consider 
requests of non-union members of the craft and expressions of their views 
with respect to collective bargaining with the employer and to give to them 
notice of and opportunity for hearing upon its proposed action.” Here 
indeed begins the spelling out of the obligation. 

It is worthy of noting that Mr. Justice Murphy, in his concurring opinion, 
208-209, goes on to say: “‘... I am willing to read the statute as not per- 
mitting any action by the bargaining representative in the exercise of its 
delegated powers which would in effect violate the constitutional rights of 
individuals.”’ 

One may thus conclude that the clearest cases involving imposition 
obligations upon the union certified as exclusive bargaining agent have 
arisen in connection with instances of racial discrimination. But it is equally 
clear that this is no logical stopping point in the application of the doctrin 
as is suggested by several of the cited decisions of Board and courts. The 
implications are far more sweeping. Consider, for example, all that is im 
plied in the statement of the court in James v. Marinship Corporation, cited 
above: ‘‘While it is true that a minority may properly be outvoted, minority 
members are nevertheless entitled to vote and participate in the affairs 
the whole group.” Is legal form only involved? Will the Board and the courts 
accept statements of intent, as may be included in union constitutions 
as sufficient evidence of compliance with this obligation, or will they examine 
into the facts of the situation to see if the rights of membership are in fact 
being accorded? It is nosecret that certain unions have harbored dictatoria 
leadership denying elementary rights of union citizenship to their members 
[he report of the American Civil Liberties Union on Democracy in Trac 
Unions, published in 1943, provided an unbiased account of such practices 
Is it now to be expected that decisions of the NLRB and the federal courts 
at some future date, will consider evidence of such denial of the right “t 
vote and participate in the affairs of the whole group” germane to the ques 
tion of certification of an exclusive employee agent? Phrased in these terms 
the step seems a long one. Considering existing decisions and their full im- 
plications, however, that step might appear to be only the next movement 
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x the path of defining group relationships, with sufficient momentum 

-blished that it cannot be arrested. 

It is true that such sweeping questions are raised primarily by the public 
e doctrine of obligation, which we have seen has not yet been ac- 
| by the Supreme Court. An expectation that sooner or later this 
ne will absorb the trusteeship view and preémpt the field may be 

sed, however, on the increasing extension of the union and closed shops. 

ne writer, Jerome Toner, in his book The Closed Shop (1941) comes to 
nclusion that ‘‘The closed shop will probably be the rule rather than 
exception within the next decade.” Since the union and closed shops 
nand an accompanying fine sense of democratic organization, 

sure to assure democracy within unions before giving them the gov- 
sanction of exclusive representation for all employees will be 


\s the court said in Carroll v. Local No. 269, 133 N.J. Eq. 144: “If the 
n can force a closed shop upon all, or almost all, of the employers of 
dustry or area, the right to employment will depend upon union mem- 

ship; and if union membership be refused the workman, he is more totally 
ded from the opportunity to labor than he was before recognition.”’ 

re might be added. If union members were compelled to “stay in line” 

ise of the threat of suspension or expulsion, and an attendant loss of 

oyment, possibilities of employment regimentation are opened scarcely 
ade mnz ‘bl e than those practiced by autocratic employers. 

he apa: of such a policy of administrative or judicial determination 

deg gree of democracy within unions, if it should emerge, must not pass 

, however. Unless standards of democracy are established, the 

ns may be subject to governmental dictation as to the conduct of their 

rs, and open to attack by employers seeking to undermine their status. 

[he heart of the difficulty perhaps lies in the fact that unions, for all 

t the Wagner Act has accomplished, have not yet been integrated into 

dustrial society. They are still on the periphery of our industrial 
utlons, Cc arving out a place for themselves in the conduct of those 
izations only in so far as they can force their views upon management 
gh threat of strike. In this state of affairs greatest attention has been 
to their strength before the employer, rather than a democratic basis 
eir power. Mr. Justice Jackson is quite right when he notes that we 
ippear to be entering a phase of reconciling individual and minority 
with the rights and power of those in control. But in the industrial 
ere, it is quite probable that no real solution to that reconciliation will 
found until the unions achieve a status within industry that is not de- 

t upon an exercise or threat of force. 
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The Terms of the Anglo-American Financial Agreement* 


Though much has been written in ge neral terms on the broad i 

ons of the Anglo-American Financial Agreement, relatively little detail 
ttent thus far t bee n given to its specific provisions. Yet the mea 
of t ovisions is by no means always obvious, even to the car 
reader. The object of the present analysis, accordingly, is to attem) 
deduce, from a close scrutiny of the language used, and from such exter; 
evidence as is available, the significance of those parts of the agreeme: 
ear to require clarification. 
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ip an automatic criterion and does not depend on the discretion of 


tish Government. 
ould be emphasized that the criterion of £866 million established in 


ion refers only to exports and net current credits from invisibles, even 
is amount is to be adjusted for changes in the prices of the goods 
into Great Britain in 1936-38. Neither the value or volume of 
nor Great Britain’s balance of payments, in any year during the 
Agreement, enters directly into the operation of the waiver clause.* 
nay be larger or smaller than in 1936-38; the current balance of 


ts may show a deficit of any size; but so long as exports, visible and 


e running at a rate of at least £866 million annually (as adjusted 
inges) Britain cannot claim the waiver privilege under Section 


rovision in paragraph (b) referring to the amount of £43,750,000 


000) does not, it will be observed, constitute a ‘“‘ceiling’”’ on the 


t of accumulated sterling balances which may be released annually. 


ywever, have the effect of giving annual releases up to this sum 
he payment of interest on the loan, because such releases may 
ted from current invisible credits in calculating the net-invisible- 
mponent in the standard figure of £866,000,000.* No indication 
ow this amount of $175,000,000 was derived. Nevertheless, under 
tion of “‘current transactions” given in Article XIX(i) of the 
und Agreement, and adopted in the Anglo-American Agreement 
| seem to be full justification for regarding payments up to this 

is current rather than capital outlays.® 


II. Relation of Loan to Other Obligations 


6 defines the relation of the line of credit extended under the 
to other obligations of the United Kingdom. 
ii) of Section 6 reads as follows: ‘‘The Government of the 


Kingdom will not arrange any long-term loans from governments 


British Commonwealth after December 6, 1945, and before the end 
terms more favorable to the lender than the terms of this line of 
[ have italicized parts of this provision to emphasize its severe 


types of goods imported into Great Britain may change considerably over half a 
basis of adjustment of the value of exports for the purpose in hand may become 
itisfactory as time goes on. 
ce of payments may affect the waiver privilege indirectly. For example, a large 
| years may reduce Britain’s gold and dollar reserves to the point where para 
yn 5 would come into play. 
tself, in fact, the provision in question would give releases of sterling balances 
100,000 priority over the payment of interest on the loan, but such priority is elim- 
n 6 (iii) of the Agreement. (See below.) 
it definition current payments include interest, and “payments of moderate 
rtization of loans.” Accumulated sterling balances now probably approximate 
[f the fraction to be funded is to be, say } or even 4 of this sum, it will be seen 
payment of $175,000,000 against the resulting debt (including both interest and 
would be moderate indeed. 
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limitations. The wording of the clause leaves little doubt that it was intend. 
ed to apply primarily to the Canadian loan to Britain then in contempla- 
tion. It will be seen that the clause would not affect loans to Britain }, 
the International Bank. 

The general intent of paragraph (iii) of Section 6 is to assure that the 
service of certain other British obligations will not have priority over th, 
payment of interest on the loan. The first sentence of this paragraph reads 
as follows: ‘‘Waiver of interest will not be requested or allowed under sec- 
tion 5 in any year unless the aggregate of the releases or payments in that 
year of sterling balances accumulated to the credit of overseas governments, 
monetary authorities and banks (except in the case of colonial dependencies 
before the effective date of this Agreement is reduced proportionately, and 
unless interest payments due in that year on loans referred to in (ii) above 
are waived.”’ The inclusion of the word “‘aggregate”’ with reference to th 
release of sterling balances leaves the British government liberty to accord 
differential treatment to the holders of such balances. Moreover, it is note- 
worthy that private individuals, firms, and institutions other than banks 
(as well as colonial dependencies) holding pound balances are exempt, at 
the discretion of the British government, from the proportionate reductio: 
in payments that is stipulated for “governments, monetary authorities and 
banks’’ in the event of a waiver of interest. 


Ill. Exchange Provisions 
General 


The provisions relating to the convertibility and transfer of sterling int 
other currencies are contained principally in Sections 7 and 8.° Section 7 
refers to the sterling area; paragraph (i) of Section 8 refers to the United 
States; and paragraph (ii) of 8 refers to all countries. 


6 The texts of these sections are as follows: 

7. Sterling area exchange arrangements. 

The Government of the United Kingdom will complete arrangements as early as practica 
and in any case not later than one year after the effective date of this Agreement, unless 
exceptional cases a later date is agreed upon after consultation, under which immediately after 
the completion of such arrangements the sterling receipts from current transactions of 
sterling area countries (apart from any receipts arising out of military expenditure by 
Government of the United Kingdom prior to December 31, 1948, to the extent to which they ar 
treated by agreement with the countries concerned on the same basis as the balances accu 

ulated during the war) will be freely available for current transactions in any currency ar 
without discrimination; with the result that any discrimination arising from the so-call 
sterling area dollar pool will be entirely removed and that each member of the sterling area 
will have its current sterling and dollar receipts at its free disposition for current transactions 


8. Other exchange arrangements. 

The Government of the United Kingdom agrees that after the effective date of 
Agreement it will not apply exchange controls in such a manner as to restrict (a) payments 
transfers in respect of products of the United States permitted to be imported into the Unit 
Kingdom or other current transactions between the two countries or (b) the use of sterling 
balances to the credit of residents of the United States arising out of current transactions 
Nothing in this paragraph (i) shall affect the provisions of Article VII of the Articles of Agree 
ment of the International Monetary Fund when those Articles have come into force. 

(ii) The Governments of the United States and the United Kingdom agree that not later 


+} 
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The British undertaking to apply no restrictions, after the ratification of 


the Agreement, on payments for permitted imports from the United States, 


+ other current transactions between the two countries, represents essen- 
‘ally a continuation of previous British exchange control practices. 

So far as third countries (in or out of the sterling area) are concerned, 
+h Britain and the United States are obligated to lift all restrictions on 


payments and transfers for current transactions within one year after the 
effective date of the Agreement at the latest. This obligation refers to trans- 


tions taking place after the removal of the restrictions. The abrogation of 
he sterling-area dollar pool arrangement follows as a corollary to this 
gation on the part of the United Kingdom. 
[It is to be emphasized that the exchange provisions of the Agreement re- 
te only to current transactions. The contracting countries retain the right 
as they do also under the International Monetary Fund) to place restric- 
ns on the movement of capital funds. Moreover, there is nothing in the 
\greement to outlaw the operation of exchange controls, which, of course, 
ndispensable if undesired capital movements are to be prevented.’ 
Finally, it is to be remembered that it is only the United Kingdom, and 
e rest of the sterling area, which undertakes the convertibility and 
sfer obligations contained in the Agreement.® 


Relation of Exchange Provisions to Bretton Woods Commiiments 


} understand the nature of the relationship between the exchange pro- 

ns of the Agreement and the commitments undertaken at Bretton 
ls, it is desirable to recall briefly what the latter commitments are. 

Countries which are members of the Fund undertake, as a general obli- 

, not to “‘impose restrictions on the making of payments and transfers 

r current international transactions” [Art. VIII, 2(a)]. There are, however, 

1e exceptions to this general undertaking, of which the significant ones 


lhe transitional period: During a period of at least five years from 
ne the Fund begins operations member countries may, even without 


r after the effective date of this Agreement, unless in exceptional cases a later date 
yn after consultation, they will impose no restrictions on payments and transfers 
t transactions. The obligations of this paragraph (ii) shall not apply: 
balances of third countries and their nationals accumulated before this paragraph 
mes efiective; or 
strictions imposed in conformity with the Articles of Agreement of the International 
Monetary Fund, provided that the Governments of the United Kingdom and the United 


States will not continue to invoke the provisions of Article XIV, Section 2 of those Articles 


is paragraph (ii) becomes effective, unless in exceptional cases after consultation they 


agree otherwise; or 


restrictions imposed in connection with measures designed to uncover and dispose of 
f Germany and Japan. 
This section and section 9, which are in anticipation of more comprehensive arrange- 
ultilateral agreement, shall operate until December 31, 1951. 

Exchange Control after Washington” by David Sachs, The Banker (London) Janu- 

United Kingdom’s obligation presumably extends, however, to some of the British 
nial dependencies. 
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limitations. The wording of the clause leaves little doubt that it was inteng- 
ed to apply primarily to the Canadian loan to Britain then in contempla- 
tion. It will be seen that the clause would not affect loans to Britain hy 
the International Bank. 

The general intent of paragraph (iii) of Section 6 is to assure that the 
service of certain other British obligations will not have priority over the 
payment of interest on the loan. The first sentence of this paragraph reads 
as follows: ‘‘Waiver of interest will not be requested or allowed under sec- 
tion 5 in any year unless the aggregate of the releases or payments in that 
year of sterling balances accumulated to the credit of overseas government 
mi ertary authorities and banks (except in the case of colonial dependencies 
before the effective date of this Agreement is reduced proportionately, 
unless interest payments due in that year on loans referred to in (ii) i. 
are waived.” The inclusion of the word “‘aggregate’’ with reference to the 
release of sterling balances leaves the British government liberty to accord 
differential treatment to the holders of such balances. Moreover, it is note- 
worthy that private individuals, firms, and institutions other than banks 
(as well as colonial dependencies) holding pound balances are exempt, : 
the discretion of the British government, from the proportionate reductior 
in payments that is stipulated for ‘“governments, monetary authorities and 
banks” in the event of a waiver of interest. 


Ill. Exchange Provisions 
General 
The provisions relating to the convertibility and transfer of sterling int 
other currencies are contained principally in Sections 7 and 8.° Sectio1 
refers to the sterling area; paragraph (i) of Section 8 refers to the United 
States; and paragraph (ii) of 8 refers to all countries. 


6 The texts of these sections are as follows: 

7. Sterling area exchange arrangements. 

The Government of the United Kingdom will complete arrangements as early as practical 
and in any case not later than one year after the effective date of this Agreement, unless ir 
exceptional cases a later date is agreed upon after consultation, under which immediately after 
the completion of such arrangements the sterling receipts from current transactions 
sterling area countries (apart from any receipts arising out of military expenditure | 
Government of the United Kingdom prior to December 31, 1948, to the extent to which they ar 
treated by agreement with the countries concerned on the same basis as the balances 

ulated during the war) will be freely available for current transactions in any currency area 
without discrimination; with the result that any discrimination arising from the so-cal 
sterling area dollar pool will be entirely removed and that each member of the sterling ar 
will have its current sterling and dollar receipts at its free disposition for current transactior 


8. Other exchange arrangements. 

The Government of the United Kingdom agrees that after the effective date of this 
Agreement it will not ap ply exchange controls in such a manner as to restrict (a) as been 
transfers in respect of products of the United States permitted to be imported into the Un 
Kingdom or other current transactions between the two countries or (b) the use of ster! 
balances to the credit of residents of the United States arising out of current transactions 
Nothing in this paragraph (i) shall affect the provisions of Article VII of the Articles of Agree 
ment of the International Monetary Fund when those Articles have come into force. 

(ii) The Governments of the United States and the United Kingdom agree that not later 
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the consent of the Fund, ‘‘maintain . . . restrictions on payments and trans- 
fers for current international transactions.” [Art. XIV (2)].° 

(b) The ‘‘scarce currency” provision, which permits member countries 
‘to impose limitations on the freedom of exchange operations” in currencies 
declared by the Fund to be scarce. (Art. VII). 

(c) Restrictions imposed with the consent of the Fund.’® 

The Financial Agreement [subparagraph (b) of Section 8(ii)] provides 
that the general convertibility obligations undertaken in Section 8(ii) sha| 
not apply to restrictions imposed in conformity with the Monetary Fund 
Agreement. However, it specifically prohibits the signatories from invoking 
the provisions of the “transitional” clause [Art. XI1V(2)j of the Fund Agree- 
ment. Thus, the period during which Great Britain can independently main- 
tain or impose restrictions on current payments is shortened from five years 

or more), under the “transitional” clause of the Fund Agreement, t 
maximum of one year under the Financial Agreement. It is clear, however, 
that Britain does not relinquish her right to impose restrictions on current 
transactions (either during the Fund transition period or later) under the 
scarce currency provisions of the Fund, or generally with the consent of the 
Fund. 

Even payments or transfers to the United States prior to the coming int 
effect of the broader provisions of 8(ii) are specifically made subject to the 
scarce-currency provisions of the Fund. 

The broad undertaking, contained in Section 8, not to impose restrictio 
on payments or transfers for current transactions will expire on December 
31, 1951. It has been represented that this constitutes a serious loophole fi 
British commitments under the Agreement." But there is little ground for 
such a position. Great Britain, now a member of the International Mon 
tary Fund, will presumably still be a member on December 31, 1951 
Thus, on the expiration of the exchange provisions of Section 8, Britai 
will find herself subject to obligations under the Fund which, to all intents 
are fully as exacting as those which she undertook in the Financial Agree- 
ment. In fact, the only difference of any importance between the two oblig 
tions relates to the ‘‘transitional period” of the Fund Agreement, the prote 
tion of which is expressly waived (after one year) in the Financial Agree- 
ment. The expiration date of Section 8 should just about coincide wit! 
end of the five-year period which the Fund Agreement clearly contemplates 
as the reasonable maximum duration of the transition. It is true that 
order to allow for emergencies, the Fund Agreement has made it possil 
for the transition period to extend beyond five years. But a careful read 
of Article XIV leaves no doubt that, barring emergencies or unexpectedl) 


* This right is qualified by the provision (in the same section) that “Members shall, how 
have continuous regard in their foreign exchange policies to the purposes of the Fund; an 
soon as conditions permit, they shall take all possible measures to develop such commercia 
and financial arrangements with other members as will facilitate international payments 
the maintenance of exchange stability.” 

10 Article VIII, 2(a) states: “ . . . no member shall, without the approval of the Fund, impos 
restrictions 

1 Paragraph (iii) of Section 8. See statement by Senator La Follette, Congressional Kt 
Vol. 92, No. 79, April 30, 1946, p. 4320. 
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onditions, five years will be the maximum period for which the 
tolerate exchange restrictions on current transactions on the part 
nbper;rs. 

e is thus very little likelihood that Britain will regain, on the expira- 

f Section 8 of the Financial Agreement, the right to re-impose restric- 

current exchange transactions. On the other hand, if international 

e conditions at that time are so disorganized that the Fund finds it 

sary to extend the transition period indefinitely, it would be illusory 

ect that Britain could for long continue to adhere to the free transfer 

ations undertaken in the Financial Agreement. As to exceptions to the 

seneral rule of freedom of current exchange transactions, other 

se relating to the transition period, we have already seen that the 

of invoking these exceptions is not relinquished in the Financial 

nt. So long as the Fund exists, therefore, and so long as Great 

emains a member of the Fund, the expiration of the convertibility 

s contained in Section 8 of the Financial Agreement will have lit- 

) practical significance. This will not be true, of course, if the Fund 

ent should lapse or if Great Britain should find it necessary to with- 
the Fund. 


Relation of Exchange Provisions to British Monetary Agreements 


effect will the ratification of the Financial Agreement have on the 
monetary agreements which Britain has concluded since the 
r with many European countries? These agreements are essen- 
teral arrangements whose most important feature is a reciprocal 
of credit in the form of a commitment to hold the currency of the 
rty, generally up to a stated limit.” Sterling balances accumulated 
ese agreements are not ordinarily convertible into other currencies 
ible only through the importation of sterling area goods and serv- 
generally recognized, therefore, that the monetary agreements 
undergo considerable revision if they are not to conflict with the 
ns of the Financial Agreement which obligate Britain within one 
ike all fresh sterling from current transactions freely convertible. 
netimes suggested, however, that despite the Financial Agreement, 
etary agreements should be continued substantially in their present 
[his point of view was recently advanced by The Economist which, 
eding what it regards as a technical incompatibility between the 

d as follows: 
ler the loan agreement is obliged, within a year of ratification, 
fresh accumulations of sterling (arising from current transac- 


reely convertible. But for a further four years or more she might 
er export proceeds to other countries, equally adherents to 
Woods, could be spent only in those countries, or otherwise were 
[In these circumstances, it would seem to be imperative that 


uld have the right both to ask her creditors if they will voluntar- 
hold sterling, and to set a limit to the extent to which she 
‘British Financial Agreements with Western European Countries,” Federal 


Vew York Monthly Review, Vol. 27, No. 8 (August, 1945), p. 59; and “United 
tary Agreements,” Department of State Bulletin (Jan. 20, 1946), p. 81 
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herself is prepared to hold the currencies of her debtors. Otherwise, if the 
narrowest interpretation is put upon the Washington Agreement, the 
effect will be to undermine its basic objectives. 

If, from zero hour when sterling is freed, Britain is in effect required to 
offer hard currency or gold for all her current payments without getting 
hard currency or gold for all her exports, she will have no alternative but to 
restrict her own imports drastically—despite the dollar loan... .¥ 


It should be clear, however, that if The Economist’s line of reasoning 
were followed to its logical conclusion very little would remain of the con- 
vertibility provisions of the Financial Agreement. It will be noted that The 
Economist speaks not only of the countries which are parties to the mone- 
tary agreements, but of Britain’s ‘‘creditors” in general. But if every incon- 
vertible-currency country which has a favorable balance of payments 
vis-a-vis Great Britain is to find that it can use its sterling balances only in 
the sterling area, what meaning can be assigned to the convertibility obliga- 
tions undertaken in Sections 7 and 8? In the light of the bargaining power 
inherent in Britain’s tremendous import surplus and the experience of 
Germany’s pre-war creditors, one is bound to wonder, moreover, how volun- 
tary in fact would be any “voluntary” agreement of Britain’s creditors t 
hold sterling. 

Finally, it may be worth pointing out that The Economist’s entire argu- 
ment for maintaining restrictions on the convertibility of certain sterling 
earnings is based on fallacious reasoning. This argument is contained in 
essence in the statement quoted above that, under the terms of the Finan- 
cial Agreement, Great Britain would in effect be required to offer hard 
currency or gold for all her current payments without getting hard cur- 
rency or gold for all of her exports. There is hidden in this argument th 
assumption that Britain’s exports of goods and services go to one set of 
countries while her imports come from an entirely different set. ButBritain’s 
effective liability for hard currency or gold to any country will be equa 
only to her net imports of goods and services from that country; and, oi 
course, it is Britain’s aggregate anticipated net imports over the transition 
period that the American and Canadian loans are intended to cover. 

Only in those cases where Great Britain has current-account surpluses 
with countries whose currencies are inconvertible will part of the proceeds 
of her exports be unavailable for meeting her import liabilities. But current 
surpluses are at least to some extent within the power of a country t 
control, especially under the conditions of a seller’s market. Moreover, it 1s 
only fair to observe that Britain’s obligation to convert under Sections / 
and 8 does not have to come into effect during the first year of the Agree- 
ment, when it is anticipated that Britain will experience her greatest diff- 
culties with respect to her balance of payments. 


IV. Import Control Provisions 


Section 9 provides that if either signatory imposes or maintains quantt 


“The Sterling Agreements,” The Economist, Vol. CL, No. 5351 (March 16, 1946), pt 
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ve import restrictions (quotas, licenses, etc.) such restrictions will not 
iminate against imports from the other signatory “‘in respect of any 
t.’ The Agreement thus recognizes by implication the right of 
ountry to make use of quantitative trade controls to protect its 
e of payments during the transition period. The obligation not to dis- 
inate does not apply to preferential tariffs, nor is it generalized to other 
tries. It is reasonably clear that Section 9 was intended as a backstop 
Section 8, and particularly 8(i)(a). In the absence of such a clause either 
tory could nullify the purpose of Section 8, with respect to the trade of 
ther, by the simple device of substituting discriminatory import quotas 
r exchange restrictions. 
In view of the foregoing, it is logical that Section 9 should expire at the 
ne time as Section 8. The “more comprehensive arrangements by multi- 
agreement,” which Section 9 is supposed to anticipate refer of, 
to the contemplated International Trade Organization. 
‘re are three exceptions to the rule of nondiscriminatory quotas. Dis- 
nation is permitted: 
where it is necessary in order to work off accumulations of inconver- 
urrencies acquired up to December 31, 1946. It appears that this 
ise would apply inter alia to currencies acquired by Great Britain under 
onetary agreements with European countries. The term “inconvertible 


urrency” is not defined. There would probably be general agreement, how- 
ver, that it means any currency which is generally not readily convertible 


the “hard” currencies. 
where it is necessary “‘to assist ...a country whose economy has 
lisrupted by war.” 
where the discriminatory quantitative restrictions have an effect 
ent to any exchange restrictions which either government is author- 
impose in conformity with the scarce-currency provisions of the 
{1 Agreement. 
Possibly the rationale of clause (c) is that if either country must discrim- 
te against the trade of the other, it is preferable that such discrimination 
mplemented through quotas rather than through exchange controls 
e quotas do not give rise to blocked balances, while exchange restric- 
s may, and frequently do. 


V. Accumulated Sterling Balances 
(he provisions relating to the settlement of the sterling debts which 
Britain incurred during and since the war are contained in Section 
the Agreement. 
wo major obligations are undertaken by Great Britain in this section. 
provides for a three-way settlement of the sterling balances held 
area countries: one part to be paid in convertible exchange, one 
§ (il) of Agreement. 
f Section 10 is as follows: 
iccumulated sterling balances. 
vernment of the United Kingdom intends to make agreements with the coun- 
i, varying according to the circumstances of each case, for an early settlement 
terling balances accumulated by sterling area and other countries prior to such 


on- 

| 
ne- 

VOT 
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part to be funded, and the remainder to be written off.'®© While the languayg, 
on this point is apparently unequivocal, it will be observed that the clays, 
in question does not indicate even approximately what ratio each of these 
three parts is to bear to the whole. Neither does this section specify a de; 
nite time limit within which the sterling balance agreements are to be 
cluded, though “early” settlements are clearly contemplated. This lack 
specificity is explained, of course, by the fact that the settlements iny 
third countries whose agreement to any particular type of arrangemen; 
cannot be presumed. 

[he reason for inserting the obligation contained in 10(i), in spite of 
necessary indefiniteness, is to be sought in the broad objectives underlying 
the Agreement, one of the foremost of which is to help establish ‘“‘a wor\d 
trading and monetary system . . . within which the trade of all countries 
can be conducted on a multilateral nondiscriminatory basis.’”’ It was r 
ognized that the existence of huge inconvertible balances, especially in t 
currency of one of the two greatest trading nations, is not compatible y 
the kind of multilateral, nondiscriminatory world which the Agreement 
supposed to help establish. Britain therefore undertakes, in as precise terms 
as the circumstances permit, to eliminate such balances. 

[he second obligation contained in this section is, like the first, 
vated by a desire to promote multilateralism and nondiscriminatio1 
international trade. It provides that, as sterling balances are release 
whether in lump sums or in installments, they are (after the first year of t 
Agreement) to become freely convertible. Thus the funds involved wil 
expendable in any country. This obligation applies not only to “released 
balances (i.e., balances released as a result of the settlements contemplaté 
in Section 10, paragraph [i]), but also to balances ‘‘otherwise available for 
current payments.”’ This latter category would include sterling bala 
accumulated by non-sterling area countries under the British monet 


settlement (together with any future receipts arising out of military expenditure by the ‘ 
ernment of the United Kingdom to the extent to which they are treated on the same basis 
agreement with the countries concerned). The settlements with the sterling area « 

vill be on the basis of dividing these accumulated balances into three categories: (a) balar 


to be released at once and convertible into any currency for current transactions, (b 
to be similarly released by 


alances to be adjusted as a contribution to the settlement of war and postwar indebte 


installments over a period of years beginning in 1951 


and in recognition of the benefits which the countries concerned might be expected t 
from such a settlement. The Government of the United Kingdom wil] make every endea 
secure the early completion of these arrangements. 

In consideration of the fact that an important purpose of the present line of cre 
promote the development of multilateral trade and facilitate its early resumption on a! 
discriminatory basis, the Government of the United Kingdom agrees that any sterling bala 

ised or otherwise available for current payments will, not later than one year after t! 

tive date of tl \greement unless in special cases a later date is agreed upon after 
sultat be freely available for current transactions in any currency area without discrit 
(his clause is confined to the sterling area countries which, however, own the gi 


bulk of the accumulated sterling balances. 
ee “Statement by President Truman and Prime Minister Atlee,” made at the tu 


he publication of the Agreement, Stale Department Publication 2439, December 6, 1945 
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ag s discussed above, which at present are expendable only in the 


a 
thes, ALEX ROSENSON* 
~ ; assistant chief in the Division of Financial Affairs, Department of State 
ed are his own and do not necessarily reflect the position of the State Depart 
ents by George Luthringer and Sidney Merlin are gratefully acknowl 


Notes on the Productivity Conference 


of it fore than 200 participants and observers from labor organizations, 
government, universities and private research organizations 
e Conference on Productivity held in Washington, October 28 
6. The Conference, jointly sponsored by the Bureau of Labor 
tr : ; of the Department of Labor and the Division of Statistical 
of the Bureau of the Budget, was planned for technical discussion 
ems of concepts and measures. 

issed in the five sessions of the Conference included concepts 
-_ res of productivity at the job, plant, company, industry, national 
al levels; scope and limitations of existing productivity 
needs for additional measures; and methods of presentation of 
Nr : res. Chairmanship of the sessions was alternated between Leon Hend- 
ise Research Institute of America; Robert Nathan, Robert Nathan As- 
rge W. Taylor, University of Pennsylvania; Isador Lubin, 
Statistical Association; and Thomas Blaisdell, Department of 
F : \rrangements were in charge of an Executive Committee, with mem- 

from labor, management and Government. 
e for Davis of the Wharton School, in discussing general problems of 
| measurements, was the first of several speakers to advocate the 
everal output-input ratios for the measurement of productivity, 
the use of the output-labor input ratio exclusively. Measures of 
er important input factors should be similarly developed, as 
material, electric energy, and investment. Although produc- 
lered as “productive efficiency,”’ might ideally be measured in 
output in relation to total input, the translation of diverse 
nto a common measure is sufficiently unsatisfactory as to 
D to favor a series of ratios relating output to each important 


easurement of output over a period of time encounters problems 
e in the quality and character of products. Should value or price, 
sed, or potential service be used as weights in preparing the 
easure? It was suggested that “‘value added” weights may be ap- 
hough these may introduce new distortions through inclusion 
Manufacturing cost weights may prove more desirable. Man- 
ts, perhaps appropriate in some plant and industry measures, 
tish wartime exchange control regulations, sterling balances arising from 
ith the United States have been placed in so-called “American accounts” 
ely transferable into dollars. Section 8 (i) (b) of the Agreement confirms 
thus safeguarding against a possible (but unlikely) change in British policy 

es might have been blocked. 


= 
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cannot be applied to industries for productivity measurement at the na. 
tional level. 

Frank Garfield of the Federal Reserve Board presented the view tha; 
man-hour weights are not sufficiently comprehensive to secure a balanced 
view of production being measured. Production in industries with hig 
product value in relation to man-hours worked, as chemicals and petroleum 
is minimized when combined with industries of low product value per man. 
hour, as textiles and apparel. Arguing that electric power consumption- 
another input item—would not be considered a proper method of weighting, 
he questioned if man-hours were not in the same category. He concluded 
that ‘“‘value added” weights were the more appropriate as being more com. 
prehensive and as expressing the combined judgment of the community a; 
to what constitutes production in the sense of contributing to the scale of 
living. 

Use of the term “labor productivity” to describe the output-labor input 
ratio met with frequent criticism. The term is misunderstood to imply a 
changing labor contribution to production or labor effort. Several sugges. 
tions were made to reverse the ratio and present it as “labor requirements 
per unit of output.’”? This was considered to have a further advantage of 
inviting attention to alternative ‘‘requirements per unit of output” meas 
ures such as raw materials, power, and invested capital. 

Representatives of the labor organizations expressed interest in a non- 
statistical approach to supplement quantitative information. Not only is 
there interest in statistical measures to compare the present with the past 
but a description of changes in the productive process which result in the 
present level of productivity is needed to understand the remarkable in- 
crease this country has experienced. This point is interesting in connecti 
with discussion of international comparisons which brought out the interest 
of foreign countries in American productivity experience which might be 
assistance in rehabilitation. 

Martin Gainsbrugh of the National Industrial Conference Board sun 
marized parts of a survey made by the Conference Board on managem« 
opinion of present productivity levels. In spite of general awareness of th 
importance of productivity, he concluded that plants generally had | 
measures of labor productivity. Where measures are found, methods ar 
extremely variable both with respect to the production factors and the labor 
input factors. It was suggested by other participants that management fre- 
quently developed various measures of comparing productivity at a give! 
plant over a period of time based for the most part upon experience and not 
appropriate for interplant comparisons. Such ratios include car loadings 11 
relation to employment, tonnage produced in relation to man-hours worked, 
etc. 

Charles E. Young of Westinghouse, speaking from the managemen' 
viewpoint on measures at the company level, expressed his opinion that 
many productivity measures are essential, but each has the common purpos 
of measuring actual or prospective monetary results in relation to monetary 
outlay. The measurement of productivity in physical terms represents 4! 
effort to eliminate the vagaries of money from the measure. Unit labor cost, 
that is, output divided by payroll, is generally more suitable in arriving 4! 
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.siness decisions, and has the advantage of giving consideration to differ- 

es in labor hours as reflected in differences in wage rates. Productivity in- 

that -eases, he believes, generally occur in the production of specific products or 
ni particular processes. Should such an increase then be attributed to an 
high ‘ire plant or industry as would be the case in usual productivity meas- 


nan In discussing measures at the national level, Everett Hagen of the Na- 
On- ‘ional Planning Association enumerated three types of problems which must 
ting resolved before satisfactory measures may be constructed. They included 
uded [© type of weights to be used in combining industry data, the selection of the 
com- most representative base period for continuing series, and the measurement 
ty as ‘ productivity in the nonphysical output, or service, type of industry. 
Production economies which cannot be caught in particular industry meas- 
res, such as the effect of an integration within an industry which leads to 
nDut hange in physical production or labor time but might result in higher 


ts or lower prices for the product or service, are included in national 


ents Julius Hirsch, commenting on German experience in increasing industrial 
ze of productivity, considered cartelization and the adoption of uniform cost ac- 
1e inting systems throughout an industry largely responsible. Ready com- 
n between plants within an industry permitted the establishment of 
non- ch performance and utilization standards to which actual performance 
ly is | readily be compared. 
sent Bureau of Labor Statistics labor productivity indexes have seri- 
. the : rtcomings which might be avoided by a statement describing their 
e in- tations and the preparation of supplemental descriptive information, 
ti rding to Katherine Ellickson of the CIO. A major defect of the indexes 
eres! n the output components and arises from the changes in product specifi- 
ye t during the war period even in so-called civilian industries. For ex- 
re shoes produced to military specifications to be given the same 
e in the production index as civilian type shoes? The man-hours 
nent lexes represent man-hours paid for rather than strictly hours 
it |, and include paid vacations and holidays. The employment and pay- 
lata upon which man-hours indexes are based have a downward bias 
partially corrected in current BLS procedures. Another prob- 
rom BLS methodology in securing production data from one 
fre- e and employment from another. The inevitable result is inclusion of 
ivel ours relating to all production within a plant, although some part of 
| not the production may well be of products other than that which is being 
7s easured. The extent to which such other production varies from that in the 
period or has labor requirements at variance with the production being 
| determines the nature of the resultant error. 
ne! Duane Evans, speaking for BLS, indicated the measures could not be 


lered exact. Constructed for the most part from data collected for 


Dos ) other purposes, they are necessarily rough, although considered indicative 
tary | broad trends. BLS has attempted to evaluate to the extent possible its 
$a ndexes in the light of expressed criticisms and believes them reasonably 
ost urate. It is not believed the indexes are sufficiently exact to be used, 
g at xcept very generally, for collective bargaining purposes. It was suggested 
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that if labor and management could agree as to methods and measures ; 
be employed in a given industry for collective bargaining, BLS then mig}; 
be able to construct useful tools for this purpose. 

One of the interesting overtones at the Conference was the use of pro. 
ductivity measures in collective bargaining. Labor unions are groping { , 
satisfactory measures to enable them to claim a share in productivity 
creases, after being rebuffed by the limitations of existing measures, Re. 
search in varying concepts and measures might well be repaid many tin 
if it could result in decreasing labor-management friction. Present measure: 
are largely based on the National Research Project which emphasized t}y 
labor displacement facet of the problem. In these more optimistic times 
interest is directed, in the words of Solomon Barkin of the Textile Worker 
Union, more to “‘productivity in the sense of the creation of new wealt} 
for distribution.” 

It may be considered surprising that agreement on principles was as c 
siderable as was the case in view of the widely divergent interests repre. 
sented. As summarized by Samuel H. Thompson of the Department 
Commerce, there were three main areas of general agreement. These 
cluded (1) the general agreement of all interests that increased productivit 
is necessary leads to the necessity of providing techniques whereby 
ductivity may be measured; (2) there is the need for many different metb- 
ods of measurement, including different types of input-output ratios, 
analyze adequately the factors that make for production; and (3) ultima: 
responsibility for the improvement in productivity cannot be assigned gen- 
erally to any single productive factor. 

A digest of the proceedings is being prepared by the Bureau of | 
Statistics and will be available to interested parties. The Executive ( 
mittee announced at the final session that continuing work would 
planned, although the Committee was not then prepared to announct 
character. 

Tuomas J. Miis* 


author served on the Executive Committee of the Productivity Conference as a 
entative of the Bureau of the Budget. 


Official Criticism of Soviet Economics Institute 


\ recent article in Jzvestiya' makes public severe criticism of the Soviet 
Union’s Institute of Economics by the Presidium of the Academy of $ 
ences of the U.S.S.R. 

Che Institute, recognized as the leading Soviet center for econom! 
search, particularly that centering on the domestic economy, is condem 
for not having become a center of economic thought and for not propé 
meeting the problems before it. It is accused of permitting errors to app 
in its publications and of focusing too much attention on historical sub) 
to the detriment of work on current problems of Soviet economics. 1 
Presidium also charges that the Institute does not publish significant the 
retical works which indicate the “advantages” and “‘consistency”’ 0! 


a 1, October 25, 1946, p. 2 
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es t economic system over capitalism, nor does the Institute properly 
iticize the anti-Marxist bourgeois school in the area of eco- 


these deficiencies, the Presidium recommended that the Insti- 
e its scientific work and prepare significant studies of socialist 
is well as issue effective criticisms of ‘“‘anti- Marxist bourgeois 
Re theories.”’ In order that the Institute’s personnel may be strength- 
s recommended that the director, Professor P. A. Khromov, add 
sur fied scholars to the staff, exercise stringent control over institute 
| establish more severe standards for postgraduate students and 

lidates. 


HARRY SCHWARTZ* 


istant professor of economics at the Maxwell Graduate School of Syracuse 


ae Geometrical Comparison of Elasticities 


S. Henderson has suggested a method of compa~ing the relative 
points on different demand curves.’ A simpler method is as 


the elasticities at W and V, join S and 7” the alternate ex- 
the tangents to the demand curves at W and V, draw WW’ 


eet ST’ at W’, and draw VV’ vertically to meet ST’ at V’. 
W, WT/WS, equals W'T’/W’S, and the elasticity at V, 
s V’T’/V’S (by similar triangles). These projections permit 
tive comparison of the elasticities in terms of the familiar 


ABBA P. LERNER* 


a member of the graduate faculty of the New School for Social Research. 
nomic Review, Vol. XXXVI, No. 4, Pt. 1 (Sept., 1946), pp. 662-63. 


MEMORIAL 


Gaétan Pirou 


Pirou’s most important réle was that of a teacher. He opened the horizon; 
of the young by bringing the results of foreign thought to French univers. 
ties. I well remember how in his seminar in the Ecole Pratique des Hautes 
Etudes at the Sorbonne, Pirou introduced an eager group of young grady. 
ates to Menger, Clark, and Mitchell. It was in this seminar that Marx y 
seriously discussed and in the same seminar we heard the first rumbli 
about Keynes on General Theory through visitors from across the Chann 

The versatility of Pirou can be judged from the fact that he wrot 
such different topics as Sorel and syndicalism on one hand and Walras a 
marginal analysis on the other hand. He was much interested in the hist 
of economic thought and he wrote an excellent volume called “L’utilité: 
ginale de C. Menger a J. B. Clark.” In a small book on “La monnaie fr 
caise de 1936 4 1938” he revealed much of the results of his analysis 
monetary conditions in Indo-China, a subject which he had studied on 
half of the French government. 

Pirou probably considered his general works on theory and method 
most important ones but the trend of the times toward the mathemat 
approach in economic theory left his efforts in general theory somewhat 
hind the pace of modern analysis. In his approach to general econ 
Pirou distinguished very carefully, almost pedantically, between desc: 
tive economics, theoretical economics, and economic doctrine. In spit 
his tendency to separate, to classify and to catalogue, his outlook was 
from narrow. The book “Introduction a l’Etude de l’Economie Politic 
bears evidence of Pirou’s erudition in the social sciences at large. Asas 
scientist he followed in the footsteps of Simiand, helping to bridge th 
between the economists of the Faculté de Droit and those of the Faculté 
Lettres. 

Politically, he was a middle-of-the-roader. Once he wrote a political 
ume, Glanes, under the pseudonym of ‘‘Jean B.” with a “‘preface by 
Pirou.’’ He was too much a believer in what he thought was “‘objecti 
in economic analysis to become the advocate of a potent political doctr 
Pirou was eclectic, it is true, but as an eclectic he was great. His vi 
reached beyond the boundaries of scholarly discipline as well as beyond | 
boundaries of nations. 

Professor Gaétan Pirou was born in 1886 and died in 1945. For sor 
he was Chef de Cabinet to the Président of the Senate (1927-1930 
the greater part of his career he was a professor at the University of Pars 
He was also editor of the ‘“Revue d’Economie Politique” and of a series 
volumes on economic studies in general and on the history of econo! 
thought, particularly in foreign countries. 
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wing is a selected list of the writings of Gaétan Pirou: 
trines economique (Paris, 1925); Georges Sorel 1847-1922 (Paris, 
trines sociales et science économique (Paris, 1929); Introduction d 
nomie politique (Paris, 1929); L’utilité marginale (Paris, 1932); 


ries de l’équilibre économique L. Walras et V. Pareto (Paris, 1934 


Le corporatisme; corporatisme et libéralisme; corporatisme et 
rporatisme et syndicalisme (Paris, 1935); Les nouveaux courants 
sconomique aux Etats-Unis (Paris, 1935 and 1939); La monnaie 
depuis la guerre, 1914-1936 (Paris, 1936); La monnaie francaise 

Paris, 1938); L’utilité marginale de C. Menger a J. B. Clark 
T'raité d’économie politique (Paris, 1942). 


HENRY S. BLOCH 
s N.Y. 
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BOOK REVIEWS 


Economic Theory; General Works 


Fundamentals of Social Science. By FRANcIS E. MERRILL and others. (Ney 
York: Appleton-Century. 1946. Pp. xvii, 660. $3.75.) 


This book was designed as a text for a one-semester introductory cours: 
in the social sciences at Dartmouth. The sociological material with whi 
the book opens consists of an extended and lucid discussion of social organi 
zation and the family, population and race problems, and of crime and 1 
criminal. This is followed by an interesting section on business and gover: 
ment, and then by a rather more conventional treatment of price and credit 
institutions, public finance, and labor and economic insecurity. The « 
cluding part is devoted to government and politics in a democracy. T| 
context of all of this is the contemporary United States. 

A book of this sort, which purports to introduce beginning students 1 
three social sciences within a single semester, is confronted with an espe- 
cially acute problem of selection. A successful solution is dependent not on); 
upon the choice of meaningful and significant elements from each disciplin: 
but upon such a selection that coherence and unity is imparted to the book 
as a whole. For why should combined treatment be given to economics, s 
ciology and government rather than to any other combination of fi 
unless it is that the social sciences, taken together, reinforce and illuminat 
each other? The sections on politics, and on business and government, bring 
his out well. The intricate interplay of industrial concentration, politi 
pressures, social control of business, political assistance to business, and 
institutional framework within which both business and government | 
operate, is portrayed with a fullness which neither economics nor sociolog 
nor government could possibly achieve in isolation. And, partly for t 
reason, these sections of the book make interesting reading. 

Unfortunately, these sections are unique in that respect. Peep-holes a! 
cut through interdepartmental fences here and there, through which we ar 
allowed to glimpse the adaptation of the family, for example, to modern 
economic institutions, or the operation of social forces upon government 
But, in general, the book consists of selections of sociological, economi 
political material assembled between the same covers. And sometimes ev: 
the selection seems somewhat peculiar. It is hard, for example, to see 
three chapters should be given to public finance, while the business cycle 
whose shadow appears again and again throughout the entire book, 1s no! 

even mentioned in the index. 

Still worse, at least in the reviewer’s judgment, is the standard textbo 
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; of the treatment, except in the sections already mentioned. The 
nirably objective and it is descriptively accurate; but it is dull. 
every book designed as a text, it comprises a vast amount of 

organized material carefully watered down to the presumed 
apacity of an average group of students who take social science 

y take spinach: because it is supposed to be good for them. To 
se more digestible, if not more palatable, everything “‘difficult” 
sed, and everything controversial eschewed. 
rs deserve commendation for their venture at increasing stu- 
tanding by cutting across departmental lines as far as they 

| to be hoped that in the next revision they will seek to enhance 

terest by giving them something to try their teeth upon and to 


| GEORGE P. ADAMS, JR. 
ersity 


-_ ler Volkswirtschaftslehre. By EDGAR SALIN. (Bern: Francke. 1944. 


224. S. frs. 9.50.) 


e third, revised edition of a book that was first published in 
ook is concerned with the history of economic ideas from the 
iquity to the present. However, it consists mostly of comments 
hools of thought and groups of ideas rather than of compre- 
tion anddiscussion. It would be impossible to “‘learn’”’ from 
e essential content of the main doctrines with which a student 
juainted. The author has a lively interest in the problem of the 
00K te balance between the historical and the rational orientation in 
3, S thought. He stresses that theories are significant only if they 
torical as well as logical validity. This is a point that cannot be 
ed. 
. erences to the literature are inserted after each chapter. 
WILLIAM FELLNER 
rsity of California, Berkeley 


National Economies 


; n Affairs—1945. Edited by ArtHuR P. WaiTaker. (New 
eal Columbia Univ. Press. 1946. Pp. 328. $3.75.) 


annual review of the affairs of our Latin American and 
hbors. Nine authors contribute sections on diplomacy, Can- 
ought, labor and social welfare, cultural relations, issues in 
tions, and the year’s leading economic developments. A good 
ent statistical data is also presented in the appendices. All in 
e contains a mass of information on, and interpretations of, 
vents during a historic year. 
survey of Pan-American politics and diplomacy ably treats 


is becoming increasingly important in the face of the ever- 


| 
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larger role being played by Latin America in world affairs. He puts the card 
on the table and does not hesitate to call a spade a spade. The result jg , 
fine discussion of the behavior, motives and aims of the American state: 
Particularly candid, and relevant, are the editor’s remarks about the Arg¢ 
tine régime and the strategy and tactics of the United States in Latin Amer; 
can affairs. Of comparable quality is Paul Redwood’s brief treatment oj 
Canadian developments during the year, and William Ebenstein’s discys. 
sion of Latin American political and social thought. Two chapters on labor 
and social welfare and on cultural relations round out the non-econom; 
sections of the volume. 

In the economic sections, Miron Burgin discusses the year’s outstanding 
commercial, agricultural and industrial developments. Charles Carso; 
covers the banking and financial developments of the period. Useful refer- 
ence material is to be found in these pages. 

Economists will probably find Sanford Mosk’s chapter on “Issues j: 
Inter-American Economic Relations” to be the most interesting part of the 
volume. The reviewer, however, found it more provoking than enlightening 
Dr. Mosk’s principal thesis is that Latin America is excessively depend 
upon exports. There is nothing particularly novel about this view—it ha; 
been stressed for some time by the Latin Americans themselves and 
recent years, has been warmly espoused by a few North American writers 
What is worthy of note, however, is Mosk’s particular development of t 


thesis. 

The argument runs about as follows: In Latin America fluctuations 
the value of exports beget fluctuations in national income and employmé 
in the same way that changes in the level of investment affect incom 
employment in advanced industrialized nations. But Latin America ; 
suffers from the fact that her exports fluctuate in response to external f 


the changing import demands of industrial countries—whereas changes 
the level of investment in ‘‘mature”’ countries are traceable mainly t 

mestic factors. In short, a large decline in Latin American exports reduces 
income payments in export industries, and contractive tendencies spr 
throughout the economy. So far, so good. But the “monetary repercussior 


must also be considered. An increase of exports ‘‘causes at once a corr 
increase in the domestic money supply,” and because of fractio! 


t ‘ 


reserve requirements there results a multiple expansion of money in pel 
of increasing exports and a multiple contraction when exports declins 
102). We shall see that statements of this sort are unwarranted generaliza- 
tions from a peculiar wartime situation. 

[he reader will observe that Mosk is here concerned with matters d 
with under the heading of the foreign-trade multiplier. Yet there is 1 
erence to such familiar things as leakages. In effect, Mosk implicitly 
sumes zero leakages—for how else could he write that an increase of ex] 
‘causes at once a corresponding increase in the money supply,” with su 
increase in turn giving way to a multiple expansion of deposits under 
operation of the banking system? Yet the leakages are, in fact, sizable a! 


| 
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rds onspicuous features in Latin America. For the marginal propensity to im- 
is a port is very high in such countries. Writers who allege that the world suf- 
ates -s from a chronic shortage of dollars even assert that in relatively unde- 
areas the value of this propensity is greater than unity. In any 
osk paints a greatly distorted picture of the monetary repercussions 
it of res in the value of exports, and much of his discussion suffers in 
SCUs- onsequence. Nor does some of his history (p. 103) bear him out in this con- 
labor tion: Latin American monetary experience of the 1920’s and early 1930’s 
on not reflect favorable export developments so much as favorable capital 
nts. It just happened that capital imports were greatest during 
is of (1) high exports, and (2) exchange appreciation and an expected 
ars rly return to a gold-standard basis. 
refer- e export sector of Latin American economies Mosk calls ‘“‘modern,”’ in 
the “‘subsistence”’ sector which lies largely outside the commer- 
es it fr vork. Unemployment is never very large in the other American 
of the because people shift out of the subsistence sector in years of good 
| back into it in periods of low exports. The standard of living, 
, is extremely low in the subsistence sector. Agricultural produc- 
it has tivity ich must be raised in this area, can only be improved by levying 
nd on the “‘surplus’’-producing export sector. It is argued that im- 
riters onditions in the nonexport sector will eventually benefit the general 
munity, including the export industries. The argument is 
far as it goes; but Mosk does not consider what happens when 
sector is expanded industrially under a program of diversifi- 
ed on heavy protection. Logic and experience tell us that the 
s relative export position is likely to deteriorate considerably, es- 
is is typical in Latin America, the national economy is not well 
terms of basic resources. What the proponents of diversification 
that if the program is carried to the lengths proposed by many, 
te 5 | to involve a considerable decline in export (and over-all) effi- 
educes . The advocates of such a program would do well to bear in mind an 
spre t ever relevant, truth: that our own phenomenal development in the 
S101 neteenth century was a result mainly of the unparalleled richness of our 
| rces, not of a protective system. 
ctl i decidedly better quality is Dr. Mosk’s brief discussion of the economic 
pet s at the Chapultepec Conference of 1945. The freer trade proposals of 
line (] the United States delegation are contrasted, proposal by proposal, with the 
erallza- greements finally reached by the Conference. In each case, the United 
proposals were watered down by protectionist amendments insisted 
rs dealt n by the Latin American states. The discussion is another good example 
no rel me conferences wind up by paying lip service to professed ideals. 
itly as . ts of inter-American affairs will find the present volume a very 
expor's sel e of information on important developments during this tran- 
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The Socialist Tradition, Moses to Lenin. By ALEXANDER GRAY. (New York 
Longmans, Green. 1946. Pp. x, 523. $7.50.) 


This book, which ‘‘does not...aim at being a history of soci: 
thought,”’ would be easier to review if it stated just what it does “aim a; 
being.’’ Avowed histories have sought brevity with simplicity by empha. 
sizing systems of thought. They have discussed ideas with little reference 
conditions thought about. Nor is it an innovation in historical writing | 
suggest a line of argument by selection, arrangement and wording. M) 
cision is to treat the book as a highly readable, provocative short histor 
After having been steeped together in the author’s mind for a long time, t} 
parts may have a consistency of which he himself is not fully conscious, 

The problem of defining socialism is left to the final chapter. Socialj 
are easier to pick. Nobody is here excluded who has sought a better wor! 
by subversion rather than by reform. This scheme opens a wide range 
choices among left-wing thinkers and thoughts. The opposition seems t 
consist of reformers. There is no tendency to look over their shoulders { 
less reasonable people in the rearward echelons. Socialist arguments 
often quoted or stated fairly in fragments but persistently interrupt 
by rebuttal. 

Such an account has biographical aspects—it makes a difference wi 
few chosen representatives and their experiences were like. A bias agai 
Marx and Marxism is acknowledged in the preface. With a frank dis 
goes a seriousness of treatment which might be preferred by other soci 
to what they get. “‘Despite, or because of, their absurdities,” the author i 
“more at home”’ with Saint-Simon and Fourier. Sympathy with their s 
philosophies does not seem to explain this. Saint-Simon’s writings tur 
to be a “jungle” of ‘“‘contradictions and incoherences.” Fourier’s “out: 
geous nonsense” marks him as “‘a chaos” and at times “a hilarious farce.” 
general effect of Proudhon’s writings is ‘‘asphyxiating.”’ Godwin is “ali 
logically foolish,” only his premises being wrong. These tidbits are n 
samples from a mine and a storehouse of satirical prose. 

Aristotle argues against Plato that man is by nature unadapted to as 
iety of friends with all things in common, families included. Socialist « 
ing in the New Testament is traced back largely to the pious Essenes, ¥ 
had common possessions and practically ignored the family problem. L 
is singled out as the left-wing gospel writer. His reference to commu 


1 


property in the Acts is explained as ‘“‘but an old man’s confused dre 
something he has persuaded himself ought to have happened.” He is among 
the witnesses against himself as to the facts. Certain Christian Fat 
further clear up any mistaken view that the early Church favore 
munism. It is easy to misinterpret the cohesion and internal charity of! 
ligious communities, and Professor Gray thinks the record has beet 
fully sampled in this case. 

The real Christian tradition is found to have been summarized a1 
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St. Thomas Aquinas in defending wealth but regarding it as “a 
r the public good”—an obligation left to the owner’s conscience. 
| trusteeship seems almost too familiar. The reader is firmly re- 
iat the economic problem, modern style, could not have mattered 
Doctor exclusively concerned with the Kingdom of Heaven as 
Hence “alternative ends” would not have been acceptable, and 
tion of scarce means” to them appears in his writings only as 
| fragments” of a problem (pp. 54-55). 
convincing argument becomes interesting when the reader asks 
hat it is meant to suggest in connection with the socialist tradition. 
St. Thomas was admittedly concerned with “the public good”’ and with re- 
conducive to it in the earthly province of the Kingdom of God. 
ernative ends” stressed in the current economic calculus are not 
If the ‘‘social point of view”’ is taken, they become only means to 
good.” It is anybody’s conjecture, and immaterial, whether St. 
would have been interested in a mechanics of means devised cen- 
ifter his death. 
relevant point may be that this “functional” economist thought of 
in terms of objectives, pushing his reasoning as far as possible 
al ends. In this respect, the socialist tradition seems closer than 
’ opponents to the Thomistic point of view. A broadly socio- 
k is possible without considering sociology a branch of theol- 
Webbs come to mind. They are barely mentioned in the book, and 
nection. References to Continental socialists outside France 
re surprisingly casual and sparse. Fabianism gets twice as 
as Revisionism, Guild Socialism four times as much. Belgian 
ocialists are absent, and the Internationals do not appear in the 
be suggested that British society has been sensitive to certain 
and characteristically allergic to Marxism. 
istly made a key figure in the lineage of both socialism and 
In between him and the Marxians, stress is laid upon Saint- 
rier and Proudhon. Godwin’s hostility to marriage repeats a note 
early in the book. Saint-Simon is represented as a sort of techno- 
mously converted to socialism by his followers. The author 
veakness for Fourier which seems hardly consistent with the 
eaped upon him. This is so extensive and thorough that the brief 
ent of Fourier’s influence seems incongruous. No mention is 
rather distinguished associationists in this country. 
Proudhon is important for the split between socialists and 
the procedure for getting rid of the state. His monetary ideas 
feature of his mutual or freely contractual scheme of social 
The federalism designed as a larger voluntary organization of 
as taken over by Bakunin. Syndicalist doctrine owed much to 
| Professor Gray concedes him the main theoretical founda- 
Guild Socialism. This tempestuous agrarian and crusader against 
[ten less drunk than he seemed on Hegelian contradictions. The 
ioned by this feature should not obscure the fact that the man 
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had intellectual relatives all the way from Moses to Keynes. Which remin¢; 
me that this book has little to say about contributions of the socialist tra. 
dition to non-socialist thought and practice. 

Remarks scattered through scores of pages prepare the reader to find thy 
details of “‘scientific socialism” unoriginal with Marx. In a discussion oj 
Louis Blanc and the “iron law of wages” as refuted by unionism (p. 22) 
we get a glimpse of Marx in “the fetid air of the British Museum, readins 
round about 1860 the Blue Books of 1810,” and “at least a generation, if no: 
two, behind the times in which he lived.”’ English Pre-Marxians expound 
surplus value and the increasing degradation of the working classes while 
Marx was at the marble-playing age. The specific characterization of Mar 
(pp. 297-298) is unfriendly. He appears as a suspicious, quarrelsome, self. 
assertive person, contemptuous of all who failed to acknowledge his super. 
ority, full of envy, bitterness and hatred, and empty of tolerance or love fo: 
the world at large. Engels, the window of the team upon the world of re. 
alities, seems more normal. 

The criticism of Marxism is perhaps the most substantial part of the book 
as well as the most serious in tone. Leninism is represented as Marxism wit 
certain features emphasized and developed. The two sections are separat: 
by 125 pages, including a chapter on Syndicalism which keeps the class 
struggle going as a theme. 

Like many others, the author is baffled by a system of thought whi 
attaches special meanings to ordinary terms and shifts obscurely back ani 
forth between the concrete and the abstract. He charges into Marxian re. 
doubts only to find them empty save for a few intended followers of Mar 
who seem equally bewildered as to whether the master has been there 
ever intended to come. We have all had the same trouble with the wo 
“capital” and “‘capitalist” in reference to surplus value. The meaning 
“history” in the Marxian language does not seem to bother the aut 
though he notes that a philosophy of history is basic to the distinction | 
tween “scientific” and other socialism. He pretends to imagine t 
Hegelian dialectic, a mystery left to insiders, must have more in it tha 
can see or than Marx and Engels extracted, as illustrated by some quots- 
tions. This is good fun, but it might be more useful to face the questi 
discussed somewhere by Meyerson, whether this type of dialectic has a1 
place in scientific explanation as conceived nowadays. Another issue 
whether turning Hegel upside down helps. Interpreting ends through means 
is often defensible in detail and on empirical grounds, but a philosophy 
society so based—perhaps the author is right in leaving it to the illuminat 

lhe chapter entitled ‘‘Lenin” is really about theoretical Leninism, wit 
little reference to Soviet practices which in many cases clarify the traditio 

often changing it as well, of course. A short review need mention only t 
question of proletarian dictatorship. Lenin seems to have believed short 
after the Revolution that the transition to a classless, stateless and therefor 
free society might be short. Experience cured Soviet leaders of the 
Marxian assumption that management had become largely a matter @ 
routine bookkeeping, and was readily convertible. Hence with Stalin t 
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mi became an entire historical era. Old habits and traditions must 
t tr le over during a vaguely envisaged period which might be extremely 

x, Meanwhile there is the issue of whether the proletariat dictates or is 
rd e instrument of dictators. 


pter on definitions and general considerations helps to balance 
eeten a book which contains much satire, some of it on the margin of 
The author proves quite capable of ridiculing inter-war 


ifr ernments when they happen to be the subject matter. He is 
pour ious of the place of European expansion in the rise of easy- 
while sm and Jaissez-faire, and of the problem of increasing public 
Man sin a western Europe which has found expansion increasingly tough. 
B. se s goes into reverse for a long period, western Europe may find 
uper t to preserve values of individualism which nobody questions. 
we f G. Wells, who held different social views, once defended himself for 
of r r backward to maintain a balance which he felt to be threatened. 
s; book is much easier to read than to review. I have a feeling that 
> bo ave stressed my misgivings, leaving its very considerable and 
m ¥ erits in the shade. It is a joy to pick up so lucid and literate a 
ara economic subject. The refusal to discuss social sciences as though 
e ( e branches of mechanics is much too rare, in my opinion, and 
be discouraged. 

wl M. M. KNIGHT 
cka rsity of California, Berkeley 
€ Ma Théoriques et Pratiques de la Planification. By CHARLES 
her 1EIM. (Paris: Presses Univ. de France. 1946. Pp. 350. 240 fr.) 
v ost all studies dealing with socialist economics have been either 
ing ilyses of the mechanisms of a hypothetical socialist state (as 
u fied by Lange’s Economic Theory of Socialism) or factual descriptions 
-10! Soviet economy (such as for instance the book of Ca!vin Hoover). 
ie m, howeve., has intended to follow another course and to pre- 
thi esis, using experience in planning practices as a test of the 
qu theory and using this latter to better interpret and appraise 
uest | planning policies. This is not the first attempt in that direction. 
has a previous case the approach was a marginalist one, Mr. Bet- 
iss relies heavily upon the labor-value theory, although he has made 
1 me to take into account some of the contributions of marginalist 
oph} 

m1 t might have been better if the author had adopted a topical 
m nt instead of organizing his book in such a way that we have, on 
rad study of planning practices (mainly but not exclusively in the 
01 US.S i, on the other, a theory of planning. 

shor nning Practices,is an apt analysis of the machinery and working 
het Soviet economy to the beginning of the war. It describes and ex- 
the institutions: ownership, planning agencies, ‘‘markets,’’ etc. 
atter It vs how plans are established and executed. A particularly valuable 
alir ter is the one dealing with price planning. Finally, it offers a balance 
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sheet of the results of the first and second Five-Year Plans, both in terms of 
absolute achievements and in terms of ratios of fulfilment of the programs 


Although this reviewer may find it flattering that one of his books } 
supplied so much material, including figures, quotations and suggestio 


he would have preferred to find more up-to-date and more first-hand infor- 
mation. Also, perhaps because he has been spoiled by the American ha] 
of tabulations, he would have enjoyed some tables and charts. But it 
fully recognized that, working in a country deprived of foreign contacts for 
six years, Mr. Bettelheim was heavily handicapped. 

Two chapters of Part I are devoted to flexible planning (planifi 
souple), namely, government control without government ownership, whi 
the author considers as unsound. If such a conclusion were warranted—a; 
fortunately it is not—it would destroy many hopes. 

Part II, Planning Theory, starts with a correct presentation of the fur 
mental economic problem, namely that a socialist system should hi; 
machinery providing rational economic calculations, in order to attai 
economic optimum. But the author dismisses lightly the literature of 
‘thirties on the economic theory of socialism, although he mentions Di 
son, Dobb, Durbin, Hall, Heimann, Landauer, Lange, Lerner, ef al., ir 
bibliography. Taking for granted the Mises argument, he maintains that 
rational calculations in a socialist state appear impossible, it is becauss 
the use of the subjective marginalist analysis. The right conclusion is, 


Bettelheim, that marginalist subjective analysis is not satisfactory a1 
sets out to prove that a socialist economy can work rationally only 


basis of a labor-value theory. 
He would have labor time as a basic yardstick to be used throughout 


system in order to determine all values, including the monetary unit. But 


he feels it necessary to include in the “‘production costs,” in addition ti 


value of labor, various allowances which are substitutes for the remune 
tion of capital and natural resources. Then he recognizes that retail 
should be such as to clear the market, without surplus unsold invent 
and without a surplus of unsatisfied demand (at this price). He is theref 
prepared to have prices based on demand; this price would represent 
“extrinsic” value of goods, as opposed to the “intrinsic” value whi 


based on labor. 

In order to attain an optimum allocation of resources, Bettelheim 
planners should, in the long run, for every product, seek the quantitat 
output which equalizes extrinsic value and intrinsic value. He, thus, comes 
close to the now prevailing view that the optimum output, for a giv 
product, is the one which equalizes marginal utility and marginal cost, 


cept that (a) he sticks to average cost, (b) he means by cost labor only 
(c) he denies that cost is ultimately a sacrificed utility. 

Failing to devise a mechanism for the valuation of productive resou! 
Mr. Bettelheim’s system becomes entirely indeterminate, except for t 
arbitrary decisions of the planners. 

For instance, the average hourly wage is to be computed as a percentag' 


of the value produced by an hour of work. Assuming that this valu 


| 
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it is the yardstick), the percentage will be determined by the per- 
ratio of total producers’ wages to the aggregate value of consumers’ 


available. Indeed, the total consumers’ income must be equal to the 
ite value of consumers’ goods available: but since there are non- 


rs’ incomes, these latter must be deducted in order to find the total 
| producers. This is tantamount to saying that the producers will 


hatever is left over. The planners are free to determine any aggregate 


t of consumers’ goods and to allocate any part to non-producers. The 
ite will be an @ posteriori apportionment. 


n the need for investments is taken into account, the aggregate price 


imers’ goods is adjusted, so that it includes their value plus the 
investments (which can be neither financed by saving, nor sold); 
e aggregate price of goods for sale remains equal to consumers’ in- 
‘cept for discrepancies due to market pricing). Of course, planners 
st at their pleasure: they only have to add an average “‘profit’’ rate 
intrinsic” value of goods produced. 
re going to live in Bettelheim’s world, the prospects are not very 
ig. The author does not recognize the need for a free labor market: 
ly, workers will receive assignments as required by the plan. Wages 
termined by the administration at a level below the value of the 
formed. Consumers’ goods will be sold above their value and there 
tle evidence that consumers will have a say in the choice of goods 
duced and in the amount to be invested. 
ver, because the author does not see the meaning of the law of 
tive costs and does not analyze correctly the mechanism of inter- 
ide, he thinks that a nationally planned economy should aim at 
or less complete self-sufficiency, in order to be protected against 
nces coming from an unstable world economy. A more searching 
would show that it is possible for a planned economy to develop 
national trade, probably better than a free economy. 


burdened by a number of old-fashioned ideas, he is obliged to resort 


plicated analysis which may give the false impression of something 

p and scholarly. And although it should be clear to every trained 

st that he is basically wrong, it may require half a dozen articles to 
mvincingly. 


ROBERT Moss&é 


1 and the Democratic Tradition. By A. LANpy. (New York: Inter- 
mal Publishers. 1946. Pp. 220. $2.50.) 


s of economic and social reform have often been criticized on the 
f their alleged incompatibility with democracy. Intransigent lib- 
e laissez-faire type whose hands-off policy in times of economic 

{ whose opposition to unionism and collective bargaining could 
ed out only by dictatorial means, seldom tire of pointing to what 
sider to be undemocratic features of all proposals based upon the 
of purposive planning in economic affairs. Socialism and particu- 
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larly Marxism have come in for a good measure of criticism because of what 
appears to the critics as a contradiction between the Marxist program and 
the democratic tradition of the eighteenth and nineteenth centuries. Syc} 
specific tenets and proposals of Marxism as the abolition of private property, 
the revolutionary implications inherent in such abolition, the concept of 
the class struggle and the idea of the dictatorship of the proletariat appear 
to be fundamentally in opposition to the democratic tradition—an impres- 
sion which for the Western world seems to be steadily reinforced by the 
example of Soviet communism. It is the merit of Landy’s study that it 
submits this challenge to Marxism to a serious historical examination. Th, 
analysis proceeds on a broad front outlining as it does the political and 
economic history of the last 500 years and devoting almost two chapters to 
an interesting survey of Marx’s intellectual development. The historica 
treatment, although admittedly introductory, nevertheless breaks ney 
ground and prepares the way for a deeper and more fundamental study of 
the true relationship between socialism and democracy. 

sriefly, Landy’s conclusions are as follows: ‘‘The contradiction that ap- 
pears to exist between Marxism and the democratic tradition is actually 
the contradiction historically inherent in the democratic current itself” 
(p. 160). The democratic revolution against feudalism was more than merely 
the class struggle of the ascending middle classes against aristocratic privi- 
lege and absolute rule; it was at the same time a struggle of the masses t; 
realize the promise of the welfare and liberty of the common man. Long 
before the triumph of the burgeoisie the struggle for democracy was begun 
by the people themselves in a series of peasant and plebeian revolts of the 
farm and urban poor. These unsuccessful movements, the memory of whi 
endured down through the triumphant revolutions in England, America 
and France, represent part of the democratic tradition—a tradition whic! 
was preéminently ‘‘a people’s tradition.”” The persistency of this traditior 
is indicated by the aspirations of the Levellers and Diggers who raised th 
social question during the Puritan Revolution and Babeuf’s conspiracy 
the Equals which advanced outright communist ideas during the Fren 
Revolution. (Landy would have found an aspect of this tradition even in 
the American Revolution.) 

The urban masses of artisans and common laborers as well as the sma 
farmers gave social and economic content to the democratic principle that 
all power is derived from the people. Consequently, the struggle for t! 
emancipation from feudalism involved the bourgeoisie from the very outset 
in a struggle against the fourth estate. While proclaiming the abolition of 
feudal privileges, the middie classes in England, France and America pro- 
ceeded to restrict liberty to political liberty narrowly circumscribed by 
property qualifications, and equality to formal equality before the law. This 
conflict between the middle classes and the broader democratic aspira- 
tions of the common man which took the form of Jeffersonian and Jack- 
sonian democracy in America, of Chartism in England and utopian socia!- 
ism in France has embarrassed and plagued bourgeois reality ever since. 

What is then the relationship of Marxism to the democratic tradition? 
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ling to Landy, Marxism represencs the historical continuation of the 
ratic efforts which were begun by the early and unsuccessful peasant 
ebeian revolts against feudalism carried on by the Levellers and Dig- 
| found expression in the struggle for universal suffrage and the 
ns of social and economic reform during the early 19th century. 
in this, as the scientific and most advanced expression of the work- 
ss movement, Marxism has actually deepened and enriched the dem- 
tradition by freeing the humanism and universalism of the Enlight- 


ent from its bourgeois limitations. In fact, the only true and most con- 


t democrats are the working people who, to quote Marx, are the only 
which ‘‘cannot emancipate itself without emancipating all the other 
s of society.” 


fore Landy arrives at these conclusions he gives an interesting and 


nmary of certain aspects of the democratic movement in Germany 

is followed by the account of Marx’s intellectual development al- 
entioned. To this reviewer the most significant results of this ac- 
re first, the amazing and yet not surprising manner in which Marx’s 
il development was conditioned by the frustrations of a progres- 
ectual who gradually realizes the general backwardness of German 

| experiences the failures of the democratic movement in Europe 
g the nineteenth century; secondly, the fact that political and social 
pments in America (prior to the Civil War) seemed to have played 
any réle in Marx’s political consciousness. The revolutionary impli- 


ms of Jeffersonian and Jacksonian democracy seem to have escaped 


| the continental socialists. In this as in other respects he shares 


ntellectual self-sufficiency of the average European during the nine- 
th century who paid but little attention to what was happening on the 
nent across the Atlantic. 


imitations of Landy’s study lie not in what the author says but in 
he leaves unsaid. For example, nothing is said about what appears to 
viewer as the central issue of the relationship of communism and the 
tic tradition, namely what will be the réle of the individual under 
zed economic planning and how far may the revolutionary emanci- 
m bourgeois political democracy open the road for a new form of 

‘if it does not maintain at least the constitutional safeguards for 
tion which is one of the achievements of nineteenth century 

Of course, questions such as these do not, and perhaps cannot 
within the self-sufficient conceptual framework of the author. It is, 
r, precisely this narrow self-sufficiency which either has lost contact 
opics of contemporary discussions or prefers to ignore them, which 
any other single factor, robs the orthodox Marxist of many op- 


es to challenge orthodox and reactionary political and economic 
Marx’s great intellectual influence was due to the fact that he had 


fully to his own reasoning what he preferred to call, and what 
was, “bourgeois ideology.”’ Contemporary Marxist thought seems 
ost contact with the changing ‘‘ideological superstructure” of our 
| thus tends to neglect the fact that it is never safe to combat 


Tawi 


| 
ré 
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new ideas merely by ignoring them. All this is said not as a critique 9 
Landy’s historical demonstration of the democratic roots of Marxism by; 
rather as a suggestion to Mr. Landy to explore, perhaps in a second stud, 
the scope of individualism and of democratic political rights under socialis; 
planning. 
K. WILLIAM Kap; 
Wesleyan University 


Time for Planning: a Social-Economic Theory and Program for the Twentiet) 
Century. By Lewis L. Lorwin. (New York and London: Harper. 1945 
$3.00.) 


Although one might not think so from reading the publishers’ lists, pub. 
lishers always say that they do not like to publish symposia. Differen; 
writers, writing on almost the same topic, are too prone to anticipate or 
repeat each other. Sometimes this is more than compensated by the emer- 
gence of interesting differences and even exciting conflicts. But this com. 
pensation is denied when all the essays are written by the same man, saying 
roughly the same thing to different people on different occasions. 

Time for Planning is a collection of essays and articles written by Mr 
Lorwin at various times between 1932 and 1944. They are all articles i: 
favor of planning, explaining some of the meanings of planning and pointing 
out the nature of the problems that planners encounter and the reasons for 
supposing that none of these problems is insoluble. The book has th 
rather magniloquent subtitle ‘‘A Social-Economic Theory and Program for 
the Twentieth Century” and the most often repeated theme is that planning 
is the key to the twentieth century while /aissez faire was the principle of t 
nineteenth century. The book begins with a prologue ‘‘The Twentieth Cer 
tury—The Plan Age” and is divided into parts dealing in turn with Varie- 
ties of Planning, Planning and the Democratic State, Planning in 
United States, Labor and Planning, and Planning for World Reconstruc- 
tion; and it ends with an essay called ‘‘The Outlook for the Twentiet 
Century.” But not many readers will feel that this has made the symposiu 
into a book. They will feel that it is a collection of pieces, each of which is 
the part where it is to be found only because it would have been more difii- 
cult to fit it into one of the other parts, and they will try to overcome som 
of the boredom by indulging in the unrewarding game of trying to guess 1 
date of each piece before looking it up in the preface. 

It is perhaps unnecessary to say at this point that the reviewer was an- 
noyed and depressed by the book rather than enlightened and stimulated 
and this in spite of, or perhaps rather because of, a very close sympathy 
with the social objectives and economic proposals sponsored by Mr. Lor- 
win. 

One of the causes of the annoyance is an apparent looseness in the mean- 
ing of planning. It seems to reach all the way from complete central or 
ganization of everything to the mere recognition of governmental respons 
bility for some sort of policy other than merely keeping the peace. In this 
sense planning is surely not what distinguishes the twentieth century fron 
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er centuries and hardly deserves the title of a Theory and a Program 
is as in other matters the book is not fair to Mr. Lorwin. In many 
e author distinguishes between different kinds and degrees of plan- 
But because the essays were directed at different audiences and were 


at different times, the classifications are heterogeneous and cut 


; each other, giving the impression of looseness. Thus distinctions are 


tween operational and institutional planning (p. 14); between phys- 
mic, social and cultural planning (p. 20) ; between absolute social- 
ig, and partial state socialist planning, voluntary business plan- 
d social progressive planning (pp. 34-39); and again between 
or selective planning and directive-institutional planning (pp. 60— 
Lorwin favors social-progressive planning and probably would also 
to be directive-institutional, but the latter is not too clear. He does 
absolute socialist planning or even partial state socialist planning. 
e one sometimes gets the impression that it is because of their 
to totalitarianism, in other places (which means at different dates) 
nsiderations are uppermost, such as the political impracticability of 
> equalitarianism or the identification of partial state socialist plan- 
Russia (which seems rather strange even for 1932). 
Lorwin is not quite free from the myths, which so often go with social 
es, of supposing that economists (1.e., bourgeois economists) when 


ik of “the Invisible Hand” are demonstrating their faith in a 
ental divine intervention, or of supposing that full employment is 
e in a capitalist society because capitalists try to maximize their 
He almost seems to believe that underconsumption and depression 
exorable punishment for the moral crime of trying to maximize 
More important still, he fails to understand the proper function that 
es can perform in guiding distribution and production where 
e not perverted by monopolistic influences, claiming it as one of the 
jlanning that ‘‘instead of market price economic planning tends 
oncept and mechanism of social price’’ which is ‘‘fixed not on the 
e relation between supply and effective demand but on the basis of 
whatever surplus may be needed to carry out the larger social 

31 
weakness in economic theory which this displays detracts con- 
m the effectiveness of an otherwise excellent criticism of those 
to identify planning with totalitarianism. The result is that the best 
book is that which deals with the relatively less important sub- 
and planning—a field in which rigid economic analysis is not 


the most depressing part of the book is the section of the per- 

ere Mr. Lorwin is tempted to fit the grand notion of twentieth 
nning against nineteenth century /aissez faire into a correspond- 
ing philosophical setting. Against nineteenth century determin- 
the vulgar misunderstanding of physical indeterminism which 
r recently among mystics who thought this could vindicate their 
ientific impatience with superstition. Mr. Lorwin here floats 


ars 


vi 
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away on “creative energism”’ and “social energetic relativism” as if theg 
extravagances were necessary to support the common sense notion that 
may hope to be able to do something about our problems. For this is thy 
real and perfectly sound lesson that Mr. Lorwin is eager to teach in com. 
batting the obverse and almost perished mediaeval superstition that, all oy 
troubles being “‘natural,’’ their correction is impossible and even the at. 
tempt impious. 

Yet the book contains many interesting and useful essays, displays a; 
extremely intelligent approach to the more important of our economic prob. 
lems, and is pervaded with a deep devotion to the free and democratic way 
of life. It is excellent for showing what is on the mind of progressive peo; le 
whose enthusiasm for planning, even if somewhat extreme and undiscrini. 
nating, has not interfered with their devotion to freedom—for whom plap- 
ning is still a means for serving free people and has not been perverted int 
an end to which freedom might have to be sacrificed. In the sections dealing 
with labor and democracy in relation to planning there are many essays 
which prove that the parts can be better than the whole. Even the fina 
chapter on the outlook of the twentieth century, if we disregard the philo- 
sophical adornment which attempts to give a grand framework to the book 
can be read with profit as an interesting and intelligent, if rather optimist 
account of, and possible solutions for, the chief problems which faced us 
before the atom bomb. 

ABBA P. LERNER 

New York, N.Y. 


Business Cycles and Fluctuations 


Full Production without War. By Harotp Loes. (Princeton: Princetor 
Univ. Press. 1946. Pp. xviii, 284. $3.50.) 

The war has shown what an enormous amount of goods and services t 
country can produce when everyone willing and able to work is employed 
Why don’t we achieve a similar result in peacetime? What policies should be 
pursued to achieve this aim? These questions form the subject matter o! 
Mr. Loeb’s book. 

Mr. Loeb starts from a situation where an existing balance between sup- 
ply and demand (at full employment?) is disturbed by an introduction 
of a cost-saving (labor-saving?) device. If the displaced workers are to | 
re-employed, some combination of the following cases must take place: 
(1) a fall in prices; (2) a rise in wage rates; (3) an injection of new money 

The author takes great pain to demonstrate that monopolistic rather than 
price competition is typical of our economy. If so, cost-saving devices W 
not lead to price reductions sufficient to re-employ the displaced labor. T 
excludes case (1). The results of case (2) are not much better. We are t 
that even though wages have risen considerably over the last fifty years 
so, their rise has been quite irregular and not clearly related to changes ! 
productivity. Therefore a rise in wages cannot be relied upon as an instru- 
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r re-employment of labor. We are thus left with case (3), the injec- 
new oney. 
ncture the reader feels like interrupting the author to ask a few 
First of all, why did he state the problem in this form; or more 
vhy does the whole disturbance begin by the introduction of a 
device? Is it because the author simply wants to consider one 
veral problems of full employment, or is it because he regards such 
nce as the problem? The book gives an impression that the latter 
pretation is the correct one. Suppose, however, that the cost-saving 
vas not introduced. Would the original balance between demand and 
be automatically preserved? What about the public’s desire to save 
yossibly withhold income from circulation, a fact the author seems 
rfectly aware of? Should the question he is considering be therefore 
nosed on the more general problem of the availability of investment 


ta? 


econd question would refer to the price level. After all, the presence 
polistic competition does not mean that a cost-saving device leads 
reduction at all; asa matter of fact, the maintenance of a reason- 
price level (with rising wages), which the author is evidently 
; impossible unless industries benefited from rapid technological 
reduce their prices. On the other hand, couldn’t the author 
at in an economy with difficult employment problems and also 
a large public debt, a falling general price level is undesirable 
lace, and let it go at that? 
bly constant (or at least not falling) price level is assumed, it 
tely follows that in order to produce and dispose of the larger real 
le possible by the introduction of the cost-saving device, an in- 
ney income must take place. And further, if income velocity of 
sumed (as Mr. Loeb evidently does) to be constant as well, an 
new money becomes necessary. And this money is needed ir- 


e of what happens to wages. If wages go up, the money is needed 

; if they don’t, it must be created for other purposes, such as 

rmation mentioned by the author. All this is a matter of simple 

tic; it is difficult to understand why the author had to devote practi- 
of the book belaboring it. 

er point that makes the reader uneasy is Mr. Loeb’s treatment of 

ve movements. If new money is not injected, the cost-saving de- 

s some men out of work. This is supposed to reduce the buying 

presently “...a downsurge in production would be touched 

68 and 119). “‘A cumulative upsurge in production... ”’ (p. 124) 

easily. We are all aware that our economic system is not 

stable; but better demonstration is needed to convince us that 

powder keg. 

book has quite a number of similar statements which, while not being 

sential to the argument, should be either supported by better proof, 

iltogether. Thus on pages 74-75 we are told that while the profit 

m is indeterminate, total profit is, so that ‘“One producer, in prac- 
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tice increases his profit at the expense of another producer.” Further o, 
(p. 148) it is stated that if new money is injected by way of capital form, 
ti 

expenditures (the multiplier process?) go only into profit, interest and ren: 
And SO On. 

Let us return, however, to Mr. Loeb’s main argument. We left it at th, 
point where it was shown that if the men replaced by the cost-saving devi, 
are to be re-employed, an injection of new money must take place; in q 
private enterprise economy, this injection usually proceeds via capital for 
mation. Moreover, since producers are able to pocket the reduction in cos} 
(new money allowing them to dispose of the products at old prices), th. 
profits rise. This rise has two effects: on the one hand, it diverts a larger 
proportion of income to the upper income groups and therefore increases 


total savings; on the other, profit prospects become brighter and lead 4 


on, only the primary expenditure raises wages; the secondary and other 


greater investment (capital formation). 

Many an economist who has worried about finding investment outlet 
offset savings will now be puzzled. If both saving and investment rise, ; 
perhaps at the same rate (Mr. Loeb not saying anything to the contra: 
where is the problem? According to Mr. Loeb, the problem arises becaus 
increased investment leads to an over-accumulation of capital. As the 
centage of income saved rises over the cycle, the ratio of investment to cor 
sumption goes up as well. Hence the ratio of capital to consumptior 
rises, and presently exceeds that required by existing technique of prod 
tion. This involves waste; also unused capital darkens profit prospects a: 
eventually results in a downswing. 

Mr. Loeb’s logic contains errors; his statistics are not convincing, but | 
does face up to an important and difficult problem which is omitted fror 
most discussions. Indeed, one of the very few questions on which the vast 
majority of American economists seem to agree is the desirability of e1 
couraging private investment. So many plans to that effect have beer 
vised lately. Mr. Loeb is more concerned about discouraging privat: 
investment. He joins here the company of Marx and his followers,’ J 
A. Hobson,’ Michael Kalecki* and others, who are seriously worried abi 
over-accumulation of capital. 

It is impossible to analyze this notion here.‘ The answer depends to 
very great extent on the rate of growth of income which the economy 1 
ages to achieve, a factor to which Mr. Loeb pays scant attention. It 
well be true that if private enterprise absorbs the full amount that 


ma\ 


1T am particularly referring to Paul M. Sweezy’s underconsumption theory in his 
The f Capitalist Development (New York, 1942), pp. 180-89. 
See, for instance, his Economics of Unemployment (London, 1922), and Rationalizat 
Unem ployment (New York, 1930). 


See his ‘Full Employment by Stimulating Private Investment?”, Oxford Economu 
No. 7 (March, 1945), pp. 83-92; also his essay “Three Ways to Full Employment,” 
Economics of Full Employment (Oxford, 1944), pp. 39-58. 
‘The reader is referred to my paper “Capital Expansion, Rate of Growth and Er 
ment,’ Econometrica, Vol. XIV (April, 1946), pp. 137-47 and “Expansion and Emp! 
published in this issue of the Review, pp. 34-35. 
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desires to save, an excessive accumulation of capital will de- 
shortly. The burden of the proof lies on the proponents of this 
e mere fact that business failed to absorb such savings in the past 
t necessarily mean that, had it absorbed them, an over-accumulation 
have resulted. 
for Mr. Loeb’s theoretical structure. His practical program is 
ong several lines. First of all, savings must be absorbed, and to 
sive accumulation of capital, a good part of them should be 
the government in public works. The latter are evidently not 
apital. Still, public works should not be undertaken unless they 
lo avoid social waste, saving should be reduced in the first place. 
Loeb expects to achieve by means of income taxes, which by the 
profit prospects and therefore discourage excessive investment. 
a program result in too large tax yields, the author would 
taxation by advancing the minimum wage rate. The transfer 
capitalists to workers will also dampen profit prospects and 
ropensity to save. 
ram is presented not as a fixed pattern, but rather as a set of 
be applied when needed. Thus in a depression, tax rates should 
rather than raised, to stimulate private investment. As the 
nd an excessive accumulation of capital is likely to develop, 
ind the minimum wage rates should be raised. And all this 
juate program of public works is undertaken as well. 
essence of Mr. Loeb’s program. It is regrettable that he de- 
h space to fairly obvious theoretical questions and therefore 
ent his practical suggestions in a rather brief and even superficial 
ke in the first half of the book, we again find a number of con- 
ents. Thus on page 239, Mr. Loeb tries to keep national in- 
ise a larger income (160 billion dollars) would require more 
be produced with existing capacity. But why not increase 
Here is an excellent opportunity for private investment which 
in excessive accumulation of capital, and which can give us 
income. Why not utilize it? The reader may also feel dis- 
e author’s lightheartedness in describing the practical effects 
\t best, the practical application of fiscal policy is an ex- 
task, in which we have not succeeded so well lately. Not 
ed by trying to skip over its difficulties. 
ese limitations, Mr. Loeb deserves full credit for striking 
portant and difficult problem confronting our society. Such 
for more praise than the elegant and precise solutions of 
gnificant questions which we find so often in economics. 
Evsey D. DOMAR 
of Technology 


and the Postwar Period. By Arcn W. Suaw. (Scarsdale: 
ff Press. 1946. Pp. 24. 50c.) 


Mr. Shaw’s brochure a brief survey of three post-war periods 
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from the first part of the 19th century to the present time.’ Stemming frop 
this survey, which compares and draws a similarity of pattern among the 
three periods, is his development of the reasons for this similarity based o 
alysis of men’s individual and group behavior, their emotions ap 
feelings. Thus we have displayed for our appraisal a psychological theory 
the business cycle. 

Mr. Shaw’s position is essentially this: A boom results from men’s oyer. 
confidence in themselves and in the future. Their overoptimism is a priman 
result of the apparent success with which, in the course of each Juglar, ¢ 
industrial system passes through ‘‘minor”’ (36 to 44 months) cycles wit] 
‘serious economi derangement.” This observation constitutes, so far as | 
know, a new and rather interesting formulation of the reasons for the ar. 
cumulation of overconfidence toward the peak of a “major”’ cycle. “Ea 
time business emerged from the shallow depths of one of these minor cycles 
writes Mr. Shaw, ‘men built up increasing optimism.”’ Thus, to the author 
the ‘“‘emotional seeds” of a major cycle seem contained and deviously con. 
cealed within the minor cycles that compose it. 

Furthermore, these emotions are accentuated, and follow more persist 
ently similar patterns, in periods after wars. Although Mr. Shaw fo 
attention “‘on the sequence of human thought-processes through a posty 
period,” it would be simple to apply his analysis to cyclical patterns ; 
post-war in character. For the moment, however, the argument should | 
judged only as it relates to post-war periods. Mr. Shaw’s general conclusio: 
after warning that men “move in herds” and observing that they are led 
a few influential persons—some understanding, some ignorant and selfish 
rashly impulsive actions, is that we must “read the signs” to avoid th 
‘‘wastes and dislocations of recurring booms” and the catastrophe of 
pressions. Finally, and I suspect this admonition of Mr. Shaw’s to be on 
the main reasons for his essay, we are told that if the existing type 
economic system is to be maintained, we must curb the emotional excesses 
which cause the cycle. 

Mr. Shaw does not analyze deeply; he is fundamentally descriptive 
course, in the study of cycles, description is a valid and necessary techni 
But although we are given a portrayal of the emotional forces alleged 
cause economic fluctuations and a few statistics on post-war periods, wi 
not find comparative causal analyses for the periods treated, other t 
psychological factors which are not proved to be originating or primary 
The author writes that “the automatic corrective factors, w! 


il 


fluences. 
operated in minor cycles, were not strong enough readily to restore bala 
and ultimately a depression resulted.”” But we are never told what the 
,utomatic corrective factors are. 

With the exception of the point on the source of accumulating overopt 
mism, Mr. Shaw’s argument is neither new nor original. Some mig 
that the discussion is revealing and helpful to the general public. But M 


' The first was after the Napoleonic Wars; the second, those years after the Crimean | 
the American Civil War and the German aggression in western Europe; the thir 
World War I. 
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chaw’s overemphasis on psychological reconversion as a corrective policy 
ges that we should “‘avoid elation in prosperity and undue depression 
iversity”’) and his disparaging observations regarding the possible réle 
rnment in undertaking fundamentally corrective economic measures, 
; remarks misleading and, if accepted blindly, perhaps dangerous. 
Donor LION 
ersity of Buffalo 


Public Finance; Fiscal Policy; Taxation 


Ordre Social. By JACQUES RvErFF. (Paris: Librairie du Recueil Sirey. Two 
ymes. Pp. 748. 570 fr.) 
Pr or Rueff’s book is a most difficult one to review. It is a passionate 
t plea against monetary manipulations and direct controls, prob- 
ten during the war, by a man who saw these powerful weapons 
the occupant as a systematic and scientific method of looting and 
tion of his country. Indeed, in many ways, the two heavy tomes of 
Rueff are a political pamphlet, clothed in the terminology and methodo- 
paratus of pure economics. 
t five parts of L’Ordre Social present a dynamic theory of monetary 
ena, which constitutes a sequel to the static theory of money? pub- 
Mr. Rueff in 1927. The sixth part studies the functioning of human 
ler liberal and under authoritarian (or socialist) regimes, and 
rting of property rights by rationing, price control and inflation. 
the seventh part, entitled ‘Demand Financial Soundness, or Accept 
concludes the book with a political prescription and a summary: 
ugh the deficit that men lose their freedom.” 
tral theme of the two volumes is the distinction, reminiscent of 
erminology, between “true” and ‘‘false” rights, or rather titles.’ 
s one which cannot be truly implemented upon maturity be- 
sets of the debtor are inferior to his liabilities. A false title should 
ffect only the private relations between the creditor and the 
issumes, however, general social significance when it is made 
-discount. The Central Bank then monetizes a false asset, the 
sued against it cannot be resorbed by the sale of the asset, prices 
se and money becomes “‘false’”’ money, spoliating its holders through 
in terms of goods. 
rity of false titles find their origin in budgetary deficits, and 
‘ation by the bank of issue. The resulting spoliation is neither 
r remedied, but only changed in its incidence by such methods as 
mn of the currency’s convertibility, price and exchange controls, 
etc. “Rationing ... is merely an indirect method of spoliation, 


to reduce the standard of living of the population in the exact 


le method of exposition is strongly akin to that of the Cours, with that 
} 


ibjective value judgments and pure economic analysis in which Professor 
iid see another example of the “Ricardian sin.” 


ture oF st 
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measure necessary to free the real wealth which the state wants to appropri- 
ate. But it is a hypocritical and occult method. Without decreasing j; 
way the sacrifice resulting from any given governmental interventio 
makes it possible to throw the blame on the insufficiency of productio: 
the hardships of the times, and thus to break the direct link between ca 
and effect. In the arsenal of financial lies, it is most subtle and the ; 
leceptive” (p. 702). Rationing and planification, moreover, are tantamo 
to slavery, as proved by the French experience between 1940 and 1944 
‘Everything, the choice of his [the Frenchman’s] foods as well as of his ac- 
tivity, the selection of his newspapers or books, of his movies or lectures, oj 
his sympathies or hatreds, everything was dictated to him by the command 
g powers, unless, renouncing in advance all human dignity, he had s 
his soul wholesale by collaborating in its enterprise. In a regime of 
planification, there is no free man. Every man, like the ox in the stable, re- 
ceives his ration and must perform the task which the plan assigns hii 
Thus, if it wishes to avoid disorder, the deficitary Government must impos 
slavery. ... Social disorder or slavery, such is the only choice offered 1 
people who live in financial disequilibrium” (pp. 714-715). 

In spite of the heavy theorizing of the book, Mr. Rueff’s purpose is p1 
tical rather than theoretical. The book thus concludes with a specifi 
scription for freedom, summarized in four “recipes of political art” 

To teach men economic theory; 

2. To make each Minister liable, before the Court of Accounts, for 
deficit resulting from his acts; 

To create a college of “thesmothetes,”’ appointed for life by the high 
moral authorities of the country, “‘fed, like their Athenian precursors, at t! 
State’s expenses,”’ and endowed with a right of absolute veto with respe 
to any Parliamentary decision capable of engendering false titles, except 


1 


when it has been solemnly established and declared that public sal\ 


at stake; 

To establish, along with a Supreme Court of Justice, an Internatior 
Court of Accounts which would pass on national budgets and would 
subsidiarily, through the powers of inquiry and inspection which it shou 
have, the only efficacious guarantee of a policy of disarmament. The ! 
tional ‘“‘thesmothetes” should be designated—modifying (3) above—by t 
supreme international authority of which they would be the representat 

The above summary is necessarily too brief to permit a fair present 
of the economic analysis offered in support of Mr. Rueff’s views and 
fills a good part of his two volumes. One point may be singled out as repre- 
sentative of the type of reasoning underlying many of his arguments. I! 
claimed, for example, that if the Vichy Treasury had financed through | 
ition the daily indemnity of 500 million francs exacted by Germany, ' 
need for rationing would have been correspondingly reduced, and the 
tendant “disorders, scandals,” etc. ... could have been avoided. This as 
sumes that there is a one-to-one correspondence between taxation and 1 
reduction of expenditures by the taxpayers. It seems far more likely t! 


part of the taxation, especially if assessed as suggested in accordance wit 
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’s contributive capacity, would have come out of savings, and 
y in an + a full offset to the inflationary impact of the German exactions would 
red a far larger increase in the fiscal burden. Thus, not only 
equilibrium, but substantial surpluses, would have been neces- 

| the creation of ‘false titles’”’ through price increases or ration- 


ts of the study reflect the same rigid and conventional approach 
| and monetary mechanisms. This is not to say that nothing is 
- rned from Mr. Rueff’s two volumes. On the contrary, they point 
; y a number of important considerations which are often dealt 
tly, or not at all, in current American literature on the subject. 
o be isolated, however, from a mass of old preconceptions and 
al pleading which reflect the inevitable chasm in economic and 
king created by intellectual isolation and different experience 
etween the United States and occupied Europe. 

ROBERT TRIFFIN 

ton, D.C. 


1S pI t of the Federal Debt. By Cuartes C. Aspsott. (New York: 
fic pr Mi w-Hill. 1946. Pp. v, 187. $2.50.) 


volume collects in revised form, together with some new ma- 

eral papers on debt management problems previously published 
r in academic and financial journals. In outline, it is a plea for 

of thought about the public debt—away from theory which 

t a subordinate instrument of “full employment” policy to a 
heory of which debt management is itself the essence. The 
bt necessitates such a change of emphasis. To ‘“‘reduce the 
pinion” between economists and persons in the financial world, 
\bbott has fortified his persuasion with a nonstatistical discussion 


types and characteristics of federal issues, without writing an 
public credit. The discussion is developed within the frame- 
iscal “‘orthodoxy”’ which establishes good public credit, stable 
nd sound credit and savings institutions as primary goals of 


r believes the broader approach to the problem is inappropriate, 


r present conditions, for two major reasons: (a) the tools for 
a general policy of “full employment” are inoperative and 

ely rative machinery inadequate; and (b) the special problems of 

a 3 redit institutions are either glossed over or ignored. 

rsued in the creation of the debt, including unlimited support 
Federal Reserve Banks, “‘residual underwriting” by the bank- 


, ‘ . whole, pegged interest rates, and the issuing of large amounts 
hi bligations, were designed to insure adequate funds at low cost 
a ry. These policies have been continued with slight modification 
mae ination of hostilities, and so long as they are operative they 
ape e use of open market operations and flexible discount rates to 


reserve position of the commercial banks. The restoration of 


= 
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control depends upon the reorganization of the debt to obviate “dumping” 
of securities by either the banks or the general public. 

The administrative machinery, including the innumerable organizations 
and procedures for collecting, budgeting, appropriating, spending, and ac. 
counting for funds, has never been appropriate to the managerial task jm. 
plied in the broader fiscal theories. The author doubts the possibility of 
creating adequate machinery and is even concerned about the difficulty of 
accomplishing the simpler task of organizing administration of the debt. 
Certainly, if the federal authorities were to attempt more, “the probab\ 
result would be confusion worse confounded”’ (p. 170). 

[Three chapters on the debt and banks and life insurance companies de- 
velop the proposition that “the relationship of existing government debt 
and of possible future deficit financing to institutional savings should }y 
examined on its own merits, as a matter of public policy” (p. 121). Whi 
the proportion of the debt held by these organizations has not chang 
greatly since the beginning of the war, the absolute amount held has obyi. 
ously grown enormously. This raises anew some questions concerning t 
functions of banks. Will they again become suppliers of risk credit; or y 
they, along with savings banks and insurance companies, become mer 
custodians of the debt and, therefore, wards of the federal government? T! 
life insurance companies in particular, he believes, are likely to become in- 
creasingly dependent upon earnings from “‘governments,”’ unless the inad 
quacy of those earnings brings further relaxation of existing legal limitati 
upon life insurance investments. 

The general objective of debt management—which in Professor Abbott's 
view would be reasonably good fiscal policy and difficult enough for present 
ministrative competence—should be to minimize the disruptive effects of 
the debt. The “disruptive effects” which concern the author most are thos 
associated with the capricious shifting of large amounts of debt, from t 
public for redemption or sale, and from the commercial banks to the | 
eral Reserve Banks. Possible measures, collectively designed to place 1 
debt permanently with “‘strong’”’ non-bank holders, include: (1) complet 
revision of the policy of issuing demand debt; and (2) continued low, or 
even lower, interest rates to be compensated for by such devices as spe 
conversion features, tax exemption, and perhaps even better price guarai 
tees. In short, further stratification of the debt to appeal to various types oi 
buyers would be employed to settle the problem of permanency. This re- 
organization of the debt would make it possible to unpeg the short-ter 
interest rate and restore freedom to part of the capital market. 

Two final steps include “unification of fiscal authority and responsibility 
possibly by placing executive responsibility under one cabinet member, a! 
“reorientation of financial regulation.’”’ Without being specific under tl 
latter heading, the author echoes the idea that we have accumulated muc! 
regulation inimical to the development of an “energetic, optimistic, expanc- 
ing economy” (p. 187) which is essential to diminution of the debt bur 


aen. 


Management of the Federal Debt is a provocative essay not beyond the 
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of the general reader yet worthy of the attention of the special- 

is partisan in tone, particularly in its criticisms of general 

ry and by implication of the ‘‘New Deal,” there is little with which 
Some proposals which are at least debatable, for example the 

on of tax-exempt federal securities, are suggested for study; but 
prescription is limited. It should be noted, however, that state- 
ts are sometimes so broad as to be misleading. For example, “‘. . . in the 
eriod it may be possible [through the use of trust funds] for the 

nt to run with a deficit of as much as $3 to $4 billion without the 

; going to the market for funds to cover the deficiency”’ (p. 38). 

this would be possible only if the deficit were a general fund deficit 
urplus receipts to trust funds. This is not a serious criticism. 
a whole is an invitation to further study, and as such, it is 


HERBERT W. HARGREAVES 


Income in State Taxation. By GEORGE T. ALTMAN and FRANK 
SLING. (Chicago: Commerce Clearing House, Inc. 1946. Pp. 263. 


ok offers a first-rate description and evaluation of an involved, 

| phase of state income taxation. As practitioners and students 

e authors find “utter chaos” in state legislation dealing with the 

dividual and corporate income for taxation, unless the income 

ent are solely and unequivocally within one state. “‘Overlap- 

ting jurisdictional claims are common. Diversity in appor- 

ethods and practices are widespread. ... The possibilities of 

even multiple taxation on the one hand and complete escape 

yn the other are staggering.’’ These results come from the 
1utonomy in taxation by the forty-eight states. 

sions by the authors rest upon an explicit examination of 

tes and court decisions relative to each aspect of the subject. 

imitations and allocation of income according to domicile, 

source of income are concisely inspected. Not only are the 

eparate accounting methods and apportionment formulas 

etail, but also their applications in each of the states are briefly 

ons from income, credits for taxes paid other authorities, and 

endent income taxes receive a chapter each. 

riate that these obviously well-informed authors should offer 

ut improved tax procedures. In the belief that a solution 

tate agreements is only a remote possibility, they propose 

e interstate commerce clause Congress should prescribe in 

pattern of state income taxation. States failing to conform 

should be denied taxation of individual and corporate in- 

| from interstate commerce. The uniformity would be directed 

toward a definition of “resident” and the apportionment 

sed. Also, Congress should create “‘a federal tribunal of first 
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resort for resolving, on petition by the taxpayer, conflicts among the state; 
in determination of either law or fact.”’ 

These proposals by Mr. Altman and Mr. Keesling to find some relies 
from snarled state income tax laws in action by the highest level of govern. 
nent in this country may well be realized. Indeed, uniformity via feder, 
legislation appears inevitable unless state legislators and executives accep} 
as a concomitant of ‘states’ rights” the responsibility of removing leg 
débris which impairs interstate movements of capital and business initiatiy, 
To my knowledge there is no book on taxation which examines more con. 
petently and concisely problems arising from relations between payers oj 
income taxes and the states, and from the multiple sources of incom: 
volving questions of allocation. Although occasionally a somewhat involved 
sentence of the authors requires second reading, for the most part they h; 
written clearly, interestingly. Good judgement is shown in the selection a: 
presentation of tabular material. 

V. J. Wyckor: 

Washington, D.C. 


Money and Banking; Short-Term Credit 


Pengeteort og Pengepolitik. By JéRGEN PEDERSEN. (Copenhagen: Nyt 
Nordisk Forlag. 1944. Pp. 381. Kr. 16.50.) 

Professor Pedersen explains in his preface that this book was writ! 
primarily as a text in monetary theory and policy for use by his student 
at Aarhus University. Existing Danish textbooks were seriously out of d 
and the author therefore set himself the task of filling this important v: 
Since it is a void which exists also in our own language, I have had t 
sider whether Professor Pedersen’s book might not, in translation, s 
useful purpose in American universities. For the reasons I indicate be 
concluded that most teachers in this country would not find it altoget 
suitable for use as a text. But there is a great deal of Jérgen Pederse1 
book, and since he is a writer who has gained considerable renown 1 
Scandinavian countries, but is not widely known here, it should 
cidedly worthwhile to acquaint American readers with his ideas. 

I must say that I found the book unsatisfactory for general use as a tex! 
because so much of it was treatise, and likewise unsatisfactory as a treatis 
because so much of it was textbook. To begin with, there is Professor Peder- 
sen’s quarrel with the definition of money, which he says is most oft 
defined as ‘‘means of payment,”’ but is commonly used to mean “income 
He therefore defines money as ‘‘income expressed in units of account.” 1 
a critic who has pointed out that “the language of economics is so | 
words and so rich in concepts, that one must regard synonyms as a lux 
Pedersen replies that to make ‘““money” a synonym for “‘income”’ is 
erable to using it to mean two entirely different things. The merit 


( 
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is sometimes overshadowed by the greater confusion to which it 


Pedersen expects his title, Monetary Theory and Monetary 


licate clearly enough that the book deals with e.g., fiscal, em- 

ige, and quantitative trade control theory and policies, as well 

lm of central banking. His departure from usual terminology 

of less importance, however, than his propounding of new theo- 

formulations of old theories, and it is the strong imprint of his 

often only very slight attention to others’, which gives the 

re of a treatise—but one which is interrupted by the tedious 
of well-settled doctrine for the benefit of the new student. 

e of Part I, Monetary Theory, is indicated by the chapter head- 
four chapters deal respectively with The Concept of Money, 
of Money (by which, the reader must remember, is meant 
of Income), Motives for the Creation of Money, and The 


Means of Payment. Then follow four chapters headed The 
Liquidity, Determination of the Rate of Interest, Can Money 


ut Cooperation by the Banks?, and The Liquidity Concept 

tral Bank. The chapter on the interest rate is a defense of the 
eory. In Chapter LX, Organization of the Central Bank, Pro- 
sketches his idea of the ‘‘rational’”’ central banking institu- 


} 


department of the government, with a cabinet minister at 
capital funds other than those needed for the Bank’s own 
; to belong to the government, no reserves required by law), 
edges that some concessions, the fewer the better, may have 
ublic superstition. 

crucial chapter, headed Money and Prices, in which Pro- 


I 


demonstrates a bold disregard for qualifications which would 
obscure his conclusions. Thus, he offers a formulation of the 


; which states, 


esents unit price; L, the average hourly wage; £, the marginal 

f labor; and k, the monopoly element.' From this he develops 

is, which is that in order to achieve stability of prices, the 

orities” must focus their attention primarily on regulation 

tes. Without denying that this thesis contains an important 

Erik Lindahl points out that the precise formulation given 

sor Pedersen describes as general, takes no notice of other 

res, and although Pedersen has tried to defend this omission, 

to agree with his reasoning, which seems to be grounded in 

» obscure the practical significance of laying emphasis upon 

is already observed, it would be formally more correct to use (1+ 

er that free competiton might be indicated by k=O, rather than by k=1 
1945, p. 78. 
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wage costs. Lindahl also reproves Pedersen for giving too slight attention ; 
the attempts to build up a dynamic theory of prices.? 

Chapters XI to XIII deal with Exchange Relationships with Other (Cy;. 
rencies, Further Analysis of the Determination of Exchange Rates, a; 
Fixed and Free Exchange Rates. In these chapters Professor Pedersen give: 
an able account of the difficulties of maintaining internal stability j; 
country whose economy is particularly exposed, as is Denmark’s, to ¢ 
turbances from without. In a chapter on Inflation and Deflation, he war); 
against the danger of hitching wages to a cost-of-living index. His fing 
chapter on theory is The Value of Money. Professor Pedersen objects | 
identifying the value of money with its purchasing power, and prefers 
identify it with wage rates. ‘‘One cannot under all conditions maintai 
purchasing power of a day’s wages, but one can maintain the wage rate, th, 
currency’s purchasing power of labor. And should it be changed, it w: 
not be impossible to change contract obligations in the same degree. Ii 
business man, e.g., has borrowed money, and subsequently the wage leve 
doubled, the debtor will not be prejudiced by having to pay his credit 
twice the amount he borrowed, since his sales revenue also will 
doubled.” 

In the second half of his book, Professor Pedersen discusses four genera 
objectives for monetary policy: (1) maintenance of the gold standard, 
stabilization of the price level, (3) regulation of the price level in inver 
relationship to productivity, and (4) stabilization of economic activity | 
full employment. The first he rejects outright; Professor Pedersen is a 
favor of flexible exchange rate policy, and indicates that he would | 
preferred the Keynes to the White Plan (still in the discussion stage 
his book was written). He also rules out stabilization of the price leve 


proper objective of economic policy, principally on the grounds that 


idjustments, which he regards as impractical. 

The third proposal—regulation of the price level in inverse proport 
productivity—he identifies with elimination of the monopoly element 
prices and with wage stabilization (this follows if you accept his sim) 
price formula). ‘‘With the experience we have gained in price regulat 
and with the machinery developed during the war, it should certain); 
be impossible with a good measure of success to regulate prices also u! 
greater or lesser monopolistic conditions in accordance with marginal costs 
thereby eliminating the monopoly element in prices, or at least keeping ! 
fairly constant.’”’ Wage control could best be achieved by allowing | 
and management to negotiate wages within each branch of industry 
decisions being subject to approval by the government. This system v 
differ from the one introduced in Denmark during the occupation | 
(1) no wage settlement would be valid without official approval, and (2 
government could disapprove an agreement reached by labor and manage- 


ment, and substitute its own wage terms. Such a general program for mone- 


2 T] ission between Lindahl and Pedersen is in Ekonomisk Tidskrift, 1945, py 


1CCol shment would under certain conditions require downw 
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rv] y is ‘not at all a bad goal to set, and it should be possible to move 
some distance toward achieving it.” 
Pedersen subscribes most completely, however, to the goal of 


nomic activity at a high level of employment, and he does not 
ompensatory fiscal policy as a means of achieving it. First of all, 
: ist have full control over the international balance of payments, 
capital movements and the flow of trade. State trading is pre- 
to a complicated system of licensing, taxing, and subsidizing private 
lopts Keynes’s suggestion that the Central Bank might regulate 
rates of interest by fixing prices at which it would buy and sell 
selected private issues. Present-day social security schemes do 
equately to maintain consumer demand, and should be broad- 
ystem which would grant all persons unable to find employ- 
| current wage for unskilled labor. Persons receiving such bene- 
: obligated to accept any type of work of which they were capa- 
re in the country, at the going rate of pay. Special allowances 
granted for moving costs and re-training. Such payments should 
of the Central Bank. “‘Wage control necessarily will be a 
licy which aims at maintaining full employment. There can 
y doubt that the time when labor unions and employer as- 
were strictly fighting organizations has passed.”’ 
interesting to see what influence this book has on Danish policy, 
s currently beset with many of the problems Professor Peder- 
Presumably he would recommend more rigorous wage control to 
ther rise of krone prices, but in order to bring Denmark out of 
e of payments difficulties would he prefer devaluation of the krone 
extension of State trading monopolies? Unfortunately, Professor 
k was written before the establishment of the Fund and the 
[ am inclined to think that he would regard these as offering 
te guarantees for so exposed a country as Denmark. 
ROBERT BEAN 
D.C. 


rina Funcional del Dinero. By GERMAN BERNACER. (Madrid: Insti- 
Economia “Sancho de Moncada.” 1945. Pp. 364.) 


er’s work in monetary theory, which dates from 1905, was 
ed to the attention of English-speaking economists by D. H. Robert- 
le in Economica of February, 1940. Robertson’s paper, how- 

Bernacer’s views of the ’twenties. In the present work, the 
ts a revision and synthesis of his earlier position. The study 
or as one of the most capable continental technicians in the 
levelops his own views on “‘functional money” in the first half 

lhe second part of the book contains a detailed examination 
of the doctrines of Keynes, Hawtrey, Robertson, and a few 
he principal emphasis, as is to be expected, is on Keynes. It is this 
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second part of the study which will probably be of most interest to studen;; 
of money and cycle problems. 

A functional approach to monetary matters avoids treating money as, 
homogeneous mass in which the only significant results, for analytical] pyr. 
poses, are regarded as a function of the quantity of money. Berndcer », 
peatedly points out that clarity of thinking about monetary matters r. 
quires that recognition be given to the fact that any monetary stock co; 
sists of functionally different parts. To illustrate: potentially, the mon 
value of current production is always identical with the money valu 
demand. In the market, however, the actual behavior of individuals is sy 
that the money value of demand generally falls short of or exceeds that of 
current production. The result is that current production is not always ab. 
sorbed at unchanged prices. Unsatisfactory operations do not necessar 
derive from inherent weaknesses in our monetary system. Rather, they gen. 
erally derive basically from confused thinking about the several functio: 
roles played by different money flows. One of the most serious misunder 
standings, as Bernacer sees it, concerns the financing of requirements { 
circulating capital. He considers at some length the case of savings usi 
increase circulating capital. Savings so employed invariably result in market 
depression, since the flow of goods and services is increased simultane 
with the contraction in monetary demand occasioned by the savings 
remedy situations of this sort, Bernacer prescribes the use of newly creat 
money for the financing of increased circulating capital (pp. 82, 320). A 
such increased circulating capital should be continuously reinvested if 
expanded output of final goods is to be maintained at unchanged prices 
contrast, savings should only be employed to increase the commu 
stock of fixed capital. 

It would take us too far afield to appraise Bernacer’s position or 
matter. However, he seems to be vulnerable for (1) implying that saving 
always bulk large in the financing of circulating capital, and (2 
neglected costs and the state of competition. Both of these latter fact 
obviously can be used to account for price variations with changes i 
put. Yet monetary theorists would do well to give some attentio1 
position with respect to the problems of financing the different types 
capital requirements. 

The first part of the volume also contains a considerable amount of sug 
gestive material dealing with investment, the impact of balance of paym 
changes, and what the author calls the “dynamics of price levels.” | 
last mentioned section develops one species of period analysis. 

In the second half of the book, Berndcer engages in formal monet 
controversy. The Keynes of the Treatise is preferred to the Keynes ot 
General Theory. It is alleged that in the latter Keynes really reverts t 
classical position, and that this would be more widely recognized but fort 
new terminology employed. Berndcer does not here develop his positiot 
systematic fashion, but it seems to amount to the following: (1) Keynes 
abstracts from the time element. The equality of savings and investment 


logically prevents one from considering economic dynamics, excep! 
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udente nian economy. (2) Nothing but permanent equilibrium obtains if 
. | that savings equals investment at the same time that the value of 
ey as production is equated to current income. But the facts everywhere 
; this double identity. In the Treatise, however, Keynes’s position is 
Sa genial. Bernacer there detects many matters of form that are 
a : r to his own; in particular, one of Keynes’s fundamental equations is 
ae tical with an equation developed by Bernacer in 1922. 
mons r author is particularly severe in his criticism of the concept of liquidity 
ce. He claims that it is used mainly to enable Keynes to avoid circu- 
i$ su ¢ in connection with saving and investment (p. 273). Moreover, 
that of er fails to comprehend how one can have invested savings and still 
sen ok: m in liquid form (p. 279). He also quotes Robertson (‘‘the rate of 
essar terest is what it is because it is expected to become other than it is; if it is 
ted to become other than it is, there is nothing left to tell us why 
ctior t it is’””) to prove that liquidity preference is simply a ‘‘metaphysical 
'sunder tity created by a fertile imagination” (p. 300). Without attempting to go 
ents for e refinements of the matter, it is clear that Berndcer is on shaky 
u ; regards the meaning of this concept. The world abounds with 
market entering around the presence of idle balances, and the Keynesian 
ne as proved very helpful in analysis of the motives and conduct of 
ngs ers of liquid balances. The concept also helps us to account for 
create rrower difficulties under some important circumstances, as well as some 
0). And e peculiarities of the structure of interest rates. 
dif the egoing provides a sample of Bernacer’s critical analysis. Students 
ines } ry economics will do well to consult the volume, since virtually 
of the Keynesian apparatus is subjected to searching—and some- 
y suggestive—criticism. There are also a number of interesting 
comments on central features of the writings of Hawtrey and 


VIRGIL SALERA 
Miami University, Ohio 


n, Essays in Monetary Theory (London, 1940), p. 25. 


International Trade, Finance and Economic Policy 


Cartels. By Ervin HExner. (Chapel Hill: Univ. of North 
a Press. 1945. Pp. xiv, 555. $6.00.) 


vonetat ok, written by a careful and experienced student of the problem, 
s of ! 178 pages of “‘general considerations,” 212 pages of “‘case 
ts 1 140 pages of ‘“‘appendices’’) a broad survey of international 
for the e late thirties and a rather persuasive argument in support of a 
sitio | pen-mindedness toward cartels in the period just ahead. Dr. 
Kevnes Hexner nwilling to accept the sweeping condemnation of all cartels on 
est men! restrictive) and political (anti-democratic) grounds which has 
ept ced in many recent works on the subject, and doubts both the 
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desirability and the probable effectiveness of any overall program of e; 
forced competition in the international field. He contends that carefy] jp. 
quiry should be made into the actual situations which have produced (o, 
which might suggest the institution of) particular cartels, and that co; 
clusions should be reached with reference to each in the light of the peculia; 
characteristics and forces which surround it, rather than that all cartel 
should be accepted or rejected on the basis of across-the-board, a@ prior 
considerations. Translated into a program of action, this approach emerge: 
in the form of authorized cartel operation under combined national a; 
international regulatory supervision designed to appraise effects, and ; 
forestall restrictive practices and to protect outsiders and consumers. Dr 
Hexner’s case and proposals are summed up in a long series of propositior 
on pages 170-78. 

There is little chance that those who disagree fundamentally with t 
private cartel solution for the problem of market instability will ever ¢ 
together with Dr. Hexner despite the apparent reasonableness and ob 
tivity of his approach. Much of the analysis running through the first p r 
of the book strikes one as having only formal relevance—as being, in fact, 
rather tediously academic. But the proposed program of experimentati 
is far from academic, and therein lies its principal danger. In proceeding, 
Dr. Hexner’s method, to discover what policy to adopt with referenc 
private international cartels, we are in fact adopting a policy—a 
totally at variance with our traditional position on domestic monop 
and one from the processes and far-reaching consequences of which 
would find it extremely difficult to extricate ourselves if events should 
I think they would) dictate such a course. 

The issue seems to be squarely drawn: Dr. Hexner has faith in the poss- 
bilities of supervized private cartels; those on the other side see only da 
in, rather than a need for cartelization, and are decidedly skeptical of 
possibilities of effective control by government authority. I belong 
latter group. The arguments on both sides have been spread lavis! 


1 


recent months and there is no occasion to list them here. With referer 


1 


the particular slant which Dr. Hexner emphasizes, 7.e., the objective, 


perimental approach, it seems worth while to offer only the following 


tional comment: Exactly what can we hope to gain from experimentati 
this type? What more do we need to know about the probable efi 
private cartelization than has been disclosed by the centuries of experi 
with monopoly which mankind has already enjoyed? What more a 
need to know about the difficulties inherent in regulation by internat 
iuthorities of the details and minutiae of private marketing and pricing 
than we can gather from the records of the Interstate Commerce Comn 
sion, the Federal Power Commission, the State Utilities Commissions 
Office of Price Administration and the War Production Board—all of the 
operating under conditions infinitely simpler and more auspicious than! 
which would face any international authority seeking to doa really efit 

job of supervision. Frankly, I see in Dr. Hexner’s approach and prog! 
very little beyond the sanctifying of restrictive practices and the firm e 
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nt of vested interests (of the sort which the tariff has mothered for 
o plague us for decades to come. 
I find Dr. Hexner’s discussion to be an excellent treatment of 
the case; and his case studies and appendices are decidedly 


BEN W. LEwIs 


College 


Interest and International Cartels. By CHARLES R. WHITTLESEY. 


York: Macmillan. 1946. Pp. vi, 172. $2.50. 


is a brief and rather general analytical essay on the origin, 

effects of international cartels and on contemporary public 
; which they have engendered. It is not a detailed research report 
nd their problems. As a simplified and relatively nontechnical 
nd interpretation of a difficult economic problem, it is a useful 
economic literature. 


d 


or begins with a statement of the basic policy issues with which 
erned: Should international cartels be given legal standing by our 
If so, by what measures and subject to what limitations? If 
ill American participation in cartels be prevented? The first 
ses these questions. Successive chapters deal with the general 
ffects of cartelization; with the effects of cartel organization on 
rity and international peace; with the alleged desirability of 
irticipation in cartels as a means of promoting foreign trade; 
tions between cartel organization and the patent system; with 
rene associations and intergovernmental commodity agree- 
various proposals concerning public policy toward cartels; and 
or’s own recommendations for policy. The treatment consists 
simple exposition of basic information and elementary con- 
tinent to each topic, together with the author’s reasoning and 
on various issues. No detailed or exhaustive analysis of the 
ects is attempted. 
Professor Whittlesey’s argument may be summarized, with 
of numerous qualifications, as follows. Cartel organizations, 
or otherwise, are generally inconsistent with the effective 
free economy, and should be discouraged except in very special 
es. Limited and strictly provisional approval, however, may be 
Webb-Pomerene associations and to some intergovernmental com- 
reements, provided adequate safeguards against abuse can be de- 
posed. The contention that American firms must ordinarily 
international cartels in order to gain foreign markets is proba- 
lhe adverse effects of cartel systems on national security 
nal peace have been exaggerated; it is the economic rather 
al implications of cartels which clearly condemn them. Ap- 
measures toward cartels should include: (1) establishment 
nal organization, with United States participation, to study 
e other people’s cartels; (2) international public expression of 
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the anti-cartel position of this country; (3) an internal administrative oy. 
ganization including separate agencies of the State, Commerce, and Justie, 
Departments and of the Tariff Commission to deal with various phases 
the international cartel problem as it affects our economy and our business. 
mel +) reform of the American patent law, in the direction of compulsor 
licensing, to reduce the impetus which patent rights provide toward carte 
formation; (5) study of the Webb-Pomerene act with a view to amendmen; 
or possible repeal; and (6) legislative reaffirmation of the Sherman ae; 
philosophy as the basis of American business practices abroad. Administra. 
tive discretion in approving international business agreements should | 
limited, and should be guided by a philosophy of unwavering opposition ; 
restrictionist poli ies. 

Within the limits of a brief summary treatment, the author supports 
these contentions, and in general a strong and relatively unqualified anti. 
cartel position, in a sincere and able manner. Economists who do not al. 
ready accept this position may be reluctant to accept certain of the author's 
conclusions until they are supported by much more detailed empirical ey; 
ce, but should at any rate find in them interesting hypothes 
The student and the citizen interested in public affairs should find th 
work valuable as a good brief introduction to the international cart 


] 


problem. 
Jor S. Bar 


University of California, Berkeley 


World Monopoly and Peace. By JAMEs S. ALLEN. (New York: Internatio 
Publishers. 1946. Pp. 288. $3.00.) 

With the emergence of the Soviet Union as a dominant force in \ 
affairs, greater interest than formerly will attach to the writings of « 
mists who argue the Soviet point of view on current international is: 
Such a writer is James S. Allen, whose latest book might well have | 
entitled New Data for Lenin’s Imperialism, had not that title been pr 
empted for an earlier work by two Soviet writers. 

Drawing, as Lenin did, on “irrefutable bourgeois statistics and ad 
sions by bourgeois scholars,’’ Mr. Allen has produced an interpretati 
certain post-war international policies of the United States and Brit 
which runs exclusively in terms of the appetite of monopoly capitalis: 
imperialist aggrandizement. It is Mr. Allen’s thesis that Americar 
British policies toward Germany and Japan, Anglo-American economi 
lations, American opposition to international cartels, and the general A: 
can program for the rehabilitation of world trade, all fall neatly into | 
manifestations of ‘‘the economic expansionism of the monopoly giant 
The United States, it appears, is bent on nothing less than the achieve! 
of ‘‘world hegemony.” 

Mr. Allen turns first to Germany. The source of German aggressiv' 
he finds in the expansionist ambitions of the German monopoly capit 
and cartel leaders. These monopolists, with the aid of their British 
American cartel partners, organized the rearmament of Germany alter! 
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of Versailles; they financed Hitler’s rise to power; under the Third 
hey ‘‘became the unchallenged overlords of both the state and the 
’’ Although the uneasy alliance of German, British and American 
id as its purpose the “building up of the German outpost against 
Soviet Union,’”’ German and British monopolists met in Duesseldorf in 
1939, to plan a combined onslaught on American industry. The 
American imperialists of an Anglo-German combination, was, in 
n’s view, ‘‘one of the leading factors explaining the growing opposi- 
e appeasement policy in American big business and Government 
lowing Munich and Duesseldorf.’”’ How these developments cul- 
n a British declaration of war, not on the United States or the 

on, but on Germany, Mr. Allen does not make clear. 
n’s conception of the significance and objectives of German par- 
n international cartels is of particular interest. In the first place, 
nopoly capitalists were the real rulers of Hitler Germany, there 
flict of interest as between big business and the government. 
: German cartel leaders used their international! business connec- 
riety of ways to strengthen Germany and weaken her potential 
preparation for the military conflict to come. Thus, German 


er international cartels was put to use to facilitate the process of 
rearmament; to conduct industrial espionage abroad; to restrict 
ent of strategic industries in other countries; to disseminate 
nda; and to acquire foreign exchange to finance the acquisition 
of strategic raw materials. 

is is similar in most respects to that propounded during the war 
rust Division of the Department of Justice and the Subcom- 
War Mobilization (‘‘Kilgore Committee’’) of the Senate Commit- 
lilitary Affairs, which has exercised considerable fascination for 
ine toward the plot theory of economic history. An alternative 
, though less dramatic, would appear better to accord with such 
re known, is that German industrialists used their cartel connec- 
ly to augment their profits (as did their British and American 
at such effects as these cartel agreements are alleged to have 
ilitary potential of Germany and her future enemies were 
tous and of minor significance, and were counterbalanced by 
which operated to the detriment of German military superi- 
thesis may be reconciled with such troublesome facts as the 
quisition by American firms of German technological informa- 
the medium of international patents and processes agreements; 
acquisition by British and American firms of information 
industry which was made available to their respective gov- 
the course of the war; and the concealment by German indus- 
rge holdings of foreign exchange at a time when the Hitler 

was making strenuous.efforts to mobilize such assets. 
gainst international cartels has not been strengthened by their 
tion as advance agents of military aggression; on the contrary, 
e may well have served only to compound confusion and to 
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weaken the entire anti-cartel case, including the well-documented demop. 
stration that cartels tend to restrict international trade, to bring about a 
inefficient allocation of resources, to aggravate maldistribution of income 
and to generate international frictions. 

Mr. Allen then proceeds to an examination of the post-war policies of th, 
United States and Britain with respect to the treatment of defeated Ger. 
many. The framework of his analysis is disarmingly simple. Those acts and 
utterances on the part of the two great imperialist powers which reflect , 
desire to curtail sharply the German economic potential for war (such as 
their adherence to the Potsdam agreements) are simply manifestations of , 
determination to eliminate a powerful imperialist rival from world markets 
On the other hand, those acts and utterances (such as the report of t 
mission headed by Professor Calvin Hoover) which imply dissent from , 
draconic policy of economic disarmament, are to be regarded as part of a 
design to build up Germany as a bulwark against the Soviet Union and a; 
a preserve for imperialist exploitation by the United States and Britai 
“Such,” says Mr. Allen, “are some of the contradictions which beset th 
Western powers in Germany.” For those ingenuous persons who imagine 
that the Western powers were seeking a formula which would both depriy 
Germany of the means of making war while allowing her the means 
earning her own living, Mr. Allen draws aside the veil and displays t 
Anglo-American imperialists at work. 

The objectives of the American occupation of Japan are no less repr 
hensible. There Mr. Allen finds that the American monopolists have c 
spired to maintain the Zaibatsu in power, and that American policy 
Japan has been formulated “with a view to preserving this key imperialis 
position of East Asia as a stepping-stone for American penetration of th 
Far East and as a barrier against the Soviet Union.”’ 

The most interesting section of Mr. Allen’s book—and the most distur 
ing, if Mr. Allen’s views may be taken even roughly to coincide with thos 
of the Soviet government—is the analysis of the American program for | 
rehabilitation of world trade. He summarizes this program as “‘the f 
freedoms of economic expansionism”’. . . ‘free enterprise, free competitior 
free access and free trade.” ‘Big business and government,”’ he feels, 
engaged in a crusade to impose this program on the rest of the world.” 1 
United States, economically the strongest nation in the world, a la! 
“giant trusts controlling every important branch of finance, industry, a! 
trade,”’ has set for itself no less a task than that of achieving “wor 
hegemony.” 

‘The liberal flavoring of the program tends to obscure its essence.” | 
anti-cartel features of the American trade program embody the efforts 
American imperialists ‘‘to perpetuate the wartime disruption of the car! 
framework and to replace it with a new structure in which the prime | 
tion of American monopoly is registered.”” American industrialists, it 
pears, are now dissatisfied with the share of the world market allotted t! 
in the pre-war cartel agreements, and hope by destroying the pre-war cart 
system ‘‘to obtain a much greater share of the world market and open née 
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s of penetration.’”? When that stage is reached, American monopoly 
presumably establish ‘‘a new cartel system which wouuld serve 
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st and political aims.”’ The “free trade” and ‘‘free access” 
equally fraudulent. What the United States really desires is 
of trade and other barriers which restrict the freedom of the 


nists.”’ By implication, Mr. Allen commends “‘the liberation govern- 
Europe” and “the semi-dependent nations” for ‘‘maintaining 
ns, barriers, and government controls of the kind which will safe- 


eir national economies, domestic resources and political sovereignty 
ination by foreign monopoly-capitalist groups and countries.”’ 


\ \ 


1 


e} 


account may well coincide with convictions which are seri- 


tained in Moscow. The Soviet government has been singularly 


naking known its views on the issues currently being debated in 
with the projected establishment of an International Trade Or- 
if these views, when fully revealed, should follow the outline of 
indictment, the prospects for realization of the goals of the 
Proposals for Expansion of World Trade and Employment will be 
ypeful than they are today. 


case falls apart under the most cursory examination. If the 


cartel program evidenced simply the desire of American indus- 
porarily to disrupt the cartel system in order to achieve a re- 


a 


vorld markets more favorable to themselves, these same 


would have had the perspicacity to realize that they could 


s and competing aggressively for business in every part of the 


voiding the necessity of establishing an intergovernmental 
tion whose policies it might be difficult to control. If the 


tes government were determined as part of its post-war foreign 


i 


y to foist “free enterprise” on the world, it must have com- 
one overt act in that direction; Mr. Allen cites none, how- 
there is nothing in the Proposals to lend support to Mr. 
On the contrary, it had been asserted with some justice that 

tend to encourage socialization, by providing fewer and less 

nts on the policies of state-trading countries than on those 
prise countries. 

important, however, is the novel view of the nature of im- 
underlies Mr. Allen’s analysis. Lenin, in delimiting the 

ires’”’ of imperialism, wrote that “The export of capital, as 


| from the export of commodities, becomes of particularly great 


nd “International monopoly combines of capitalists are 
livide up the world.’ Dobb, a Marxist writer of distinction, 


937 as follows: 


itics of ‘autarky’ and economic nationalism, with their rais- 
ls round national or imperial units and their plethora of 

Imperialism, The Highest Stage of Capitalism (New York, International 
$1 


b, Political Economy and Capitalism (London, Routledge, 1937), p. 244 


me results with much less difficulty by breaking with their 
y 
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quota-arrangements, merely pursue the ideal of the restricted market ang 
the monopolized preserve in a more perfected form; while the now-fashion. 
able balanced-trade agreements and the revived gospel of export-surpluses 
are explicit recognition of that neo-Mercantilism which has always bee; 
latent in modern Imperialism.” 


Yet Mr. Allen is able to conclude that a program which seeks to reduce 
barriers, not to foreign investment, but to international trade in goods and 
services; which seeks to curb restrictive business practices in internationa| 
trade; which envisages the reduction of tariffs and the general elimination of 
quotas and balanced-trade agreements—is still essentially imperialist i; 
character. Mr. Allen has implicitly redefined imperialism as comprising a 
foreign economic policies of capitalist states, irrespective of the objectives 
ostensibly sought or the substance of the policies. While this permits Mr 
Allen to denounce a good many policies, it also entails the debasement of a 
useful word which has hitherto served to identify a set of reasonably precisy 
ideas. 

Why did Mr. Allen not choose to concur generally in the objectives 
the American trade program, while predicting that it would be emasculated 
under the attacks of organized business groups in the United States a: 
elsewhere? By so doing, he could have made his case against monopoly cay 
talism without doing violence either to facts or logic, and he might 
earned for himself a reputation for prophetic insight. This alternative was 
not, however, open to him. Since capitalist governments are simply tools 
the cartel leaders, there is no place in Mr. Allen’s dialectical schems 
governmental policies in the Western democracies which are not fully 
accord with the objectives of the monopoly capitalists. Indeed, the whol 
Mr. Allen’s book may be described as an effort to analyze certain inter 
tional issues in a manner wholly consistent with the major premise that th 
governments of the Western democracies must at all times serve the inter- 
ests of monopoly capital. The truth of this proposition Mr. Allen m 
believe to be self-evident, since he makes no serious effort to adduce evi- 
dence in its behalf. Yet it is precisely his unwavering devotion to this ma 
premise which leads him so often from the plausible to the preposterous, at 
deprives his book of what value it otherwise might have had. 

KERMIT GorD 

Williams College 


The Industrialisation of Backward Areas. By K. MANDELBAUM, assisted by 
J. R. L. Schneider. Oxford Inst. of Stat. Monog. No. 2. (Oxford: Bas 
Blackwell. 1945. Pp. viii, 111. 10s. 6d.) 


“The first part of this monograph provides a theoretical discussion of 
conditions needed and the mechanism of the process of industrialisati 
backward areas. The second part gives a quantitative example of su 
process, taking south-eastern Europe as the background” (p. iii). In the re- 
viewer’s judgment, neither comes off too successfully. 

Part A (19 pp.) on the “Economic Problems of Industrialisation” is 
interesting general essay, granted the preconceptions from which it appears 
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ritten. These seem to be chiefly three. The first is that the familiar 
theses relating to fiscal policy and effective demand can be ap- 
peasant agricultural economies without difficulty (pp. 4-6). The 
hat the external and internal economies of large-scale production 
us while the diseconomies, especially on the side of management 
are virtually zero. Moreover, these net economies are con- 
ilizable in nearly all branches of industry (pp. 8-11). Third, ef- 
lustrialisation presupposes State direction and control throughout, 
ty schemes, direct labor allocations, ‘‘forced saving’’ devices, 
ind price controls, and whatever other war economy control tech- 


mh y be useful. One is tempted to add a fourth preconception also— 
i mers’ preferences and workers’ choice of occupation and residence 

Mr e seriously considered in planning the end result—but this last 


plied than expressly stated. Given these basic assumptions— 
y, though not the reviewer, would find acceptable—Part A isa 
eral discussion of some of the economic problems of industrialisa- 


Parenthetically, one is a little surprised to find a resident of the British 
CS ee . 
nly emphasiing that “... in an open international system ad- 
ce gained tend to become cumulative. ... ”’ (p. 4). 


pothetical ‘‘model”’ of the industrialisation process that occupies 

der of the volume is ostensibly applicable to southeastern Europe 

gion, 7.e., Bulgaria, Greece, Hungary, Poland, Rumania and Yugo- 

\ctually there are four models, all painstakingly worked out in 

is to probable production by industries, capital requirements, 

\irements, expenditures out of income, savings, foreign borrowings, 

| designed to siphon off 700,000 persons per annum from agricul- 

is the estimated existing and accruing “disguised unemploy- 

that calling. Needless to say, all this gets highly complicated— 

here a figure is pulled out of the air here and a “revised,” 7.¢., 

changed, figure substituted there (pp. 28, 30-31). But the reader 

as he proceeds whether the calculations are meant to be purely 

or relevant, at least remotely, to southeastern Europe. His 

somewhat abates on learning that the “‘standard figures’”’ (p. 

tal, power, materials, and output per occupied worker that un- 

of the elaborate calculations, have been compiled from data for 

, Rumania, Canada, Australia, and Palestine. This odd selection of 

; never explained. Yet perhaps it doesn’t matter much, since one 

easily imagine to what use the resulting figures might be put beyond 
e purely formal argument of the book itself. 

year plan here set forth is supposed to raise national incomes in 

stern Europe as a whole by 50 per cent (above pre-war levels), on the 

at two-thirds of the capital requirements (estimated at £450 

employed worker) come from abroad. But then we are reminded, 

that “‘industrialisation in our model is conceived as a process 

nd is directed to the establishment and expansion of modern, 

ge-scale, industry” (p. 90). Even so, such a rate of industrial ex- 

ems exceedingly optimistic. 


+ 
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While an author is privileged to set his own limits to his work, a book o, 
the industrialisation of southeastern Europe that abstracts, not only from 
the political, but from all the inherent social, demographic and organiza. 
tional problems as well, leaves one puzzled. To whom is it addressed ar 
with what purpose in mind? Perhaps it is one of those exploratory studies 
suggest what is worth exploring. Yet it seems a little late in the day for tha; 
when the topic is industrialisation. 

NorMAN S. BUCHANAN 

University of California, Berkeley 


Business Finance; Insurance; Investments; 
Securities Markets 


Financing Business during the Transition. By CHARLES C. ABBOTT. (Ney 
York: McGraw-Hill. 1946. Pp. xii, 141. $1.75. 


This book is one of the research monographs written for the Committee 
for Economic Development. It consists of three parts; an analysis of the 
financial developments during the war, an estimate of the demand for 
financing in the transition, and a discussion of the problems of meeting 
these demands in both the short- and long-term capital market. The tran- 
sition period includes the “conversion” period and part of the ‘‘catching- 
up”’ period; in short, the next two years or so. The financial needs of bu:i- 
ness are those required to support a “‘satisfactory”’ level of employment a: 
output, which is taken to mean fifty-four million jobs and a national incom 
of $140 billions. 

After discussing financial developments during the war period, Mr 
Abbott sets himself to estimate how much additional capital assets (fix 
and current) will be needed to produce and support this post-war incom 
As a first approximation he assumes that three pre-war ratios, (1) gross re- 
ceipts of corporations to national income, (2) corporate fixed assets to gross 
receipts and (3) current assets to gross receipts, will be operative in the post- 
war period (although they were substantially altered during the war). 

Assuming a national income of $140 billions, these relationships requir 
$75-100 billions of fixed assets and $15-$20 billions of current assets over 
the volume existing at the end of 1944. Allowing for changes in these ratios 
as a result of the war, Mr. Abbott reduces these deficiencies to $50 billio: 
fixed assets, and $15 billion current. This sum of $65 billions measures the 
post-war financial requirements. 

There are so many “‘ifs’”’ in the current situation that it is impossible t 
predict what the actual demand for capital will be, and how much w! 
have to be met from outside sources (pp. 61-68). But in any case, Mr. Ab- 
bott thinks the supply of liquid resources will be ample. The market, how- 
ever, may need some revisions of its practices if this supply is to be effectiv 

In regard to short-time credit, banks must develop a greater “mobilit) 
of funds, i.e., a wider use of all accepted techniques, and a greater readiness 
to use sound but unfamiliar types of credit. They should be (perhaps 4! 
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00k 01 nore sensitive to the needs of small business. More initiative on 
ly from would avert the use of government guarantees which Abbott 
§aniza- too “rigorous a remedy” for the size and character of the problem. 
ed a ng-time lending, here too are ample funds. But they are unduly 
idies | specially institutional savings with their tendency to move in 
for that restricted channels of investment. Personal investment too, 
proportionate emphasis on liquidity, has become inflexible and 
AAR ng. Mr. Abbott would have public policy directed to encourage 
ime of new-money securities, of equities, and of the too much 
urities of small- and medium-sized business. We need revision 
ructure, improvements in the techniques of the stock market, 
ppropriate encouragements set forth in his last chapter. 
ompetent, readable and thought-provoking book. The statis- 
a tations, subject as they are to a high obsolescence rate, will need 
revisions to be of much use. The most valuable part of the 
nalysis of the capital market, and how its effectiveness could be 
nmitt ed, especially for the small- and medium-sized business so dear to 
; of D (and to usall). 
ind J. A. 
nee rsity 
iF 
LLC] 
of b Public Control of Business; Public Administration ; 
el National Defense and War 
Democracy: The Story of American War Production. By DONALD 
id, Mr M. Necson. (New York: Harcourt, Brace. 1946. Pp. 439. $4.00.) 
mi hronicle of Donald Nelson’s part in mobilizing the American 
_ potential for World War II. The treatment is primarily chron- 
pus ough the first and last chapters are taken out of order. Be- 
10 § the detailed doings of Mr. Nelson on January 13, 1942 (the 
©] President asked him to be chairman of the newly established War 
Board), roughly the first half of the volume is devoted to fill- 
. kground from 1940 and the “‘phony war” through the defense 
ead the steps leading up to the creation of the Board. Succeeding 
buy rs are given over to such particular aspects of the Board’s work as 
) bi | nversion problems, shipbuilding, rubber, a case history on the 
res n; and to such general topics as labor and management, the 
ear man controversy, materials problems, scheduling, and recon- 
sible Che last of these brings the story down to Mr. Nelson’s departure 
e Board; but in order to close the book on the timely note of rela- 
Mr. e U.S.S.R., Mr. Nelson retraces his steps a bit and tells of 
7 ressions of Russia and the Russians as derived from two trips 
ot S Union during his tenure with the WPB. 
rei onalized narrative of a series of stirring events in which Mr. 
0 ayed an important part, the book is usually interesting and fre- 


fascinating; as a systematic analysis of the government’s relation- 
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ship to industry in the mobilization effort, it leaves much to be desired, 
In fairness, it must be emphasized that Mr. Nelson did not attempt the 
broader job. His foreword calls the volume “‘a personal account of what | 
saw, heard, and experienced. . . . ” It is also, though he does not say this, a 
defense of some of his most-criticized decisions and policies as chairman of 
the Board. 

Although he nowhere summarizes these criticisms or sets out to answer 
them methodically, he treats each more or less directly in the course of 
the volume. I should like to list the more important ones and to indicate 
the replies suggested by Mr. Nelson’s discussion. 

(1) The WPB failed to take over or to control sufficiently closely the all-im- 
portant function of procurement. Although there is some difference of opinion 
as to the extent of WPB’s power over procurement under the original execu- 
tive order, Mr. Nelson makes it clear that he thought he had the power to 
take over the function directly if he wanted it and that he was certain 
of the President’s backing had he chosen to do so. He decided not to, how- 
ever, for several reasons. Bernard Baruch’s advice that “civilians should 
never sign Army contracts” impressed Mr. Nelson and “sank into and 
anchored itself in my mind, and I never deviated from it” (p. 103). More- 
over, he says, such an attempt would have increased the friction between 
the civilian and the military agencies; the proposal did not take into ac- 
count the close relationship between procurement and inspection, and the 
inescapability of military exercise of the latter; it would have generated a 
complicated legal tangle; it would have required new legislation; and 
at best, it would have taken at least six weeks to make the shift-over to 
an effective civilian purchasing organization. “In theory, civilian con- 
trol of military procurement was highly desirable, and in peacetime, with 
no war emergency in sight, it doubtless would be possible to set up a pro- 
curement agency of the kind many people wanted to see in 1942” (p. 200 
The certainty of “ruinous delay” in getting it done in that critical period, 
together with his own confidence that he could obtain satisfactory results 
through consultation and coéperation with the military, led him to what 
he has always thought was the right decision (p. 201). 

(2) Mr. Nelson delegated too much of his originally broad authority, scatter- 
ing controls so widely that effective coérdination became impossible. Respond- 
ing to the frequent charge that he frittered away his powers, Mr. Nelson 
says, ‘‘of my own initiative I shed controls and authorities not directly 
germane to my principal function (which was war production) as rapidly 
as I could be sure that they had been placed in competent hands. This was 
done not to escape responsibility, but to allocate responsibility in such : 
way that the administrative capacity of no one person—including myself 
would be spread so thin that it would lose its tensile strength” (pp. xi-xil 
His task, as he conceived it, called for codperation among all the agencies 
sharing such responsibilities, rather than dictation by one. “The popular 
idea—popular in 1942—of a man with a big stick cracking down on innu- 
merable other government officials and compelling them to carry out his or- 
ders, always struck meas unrealistic” (pp. 371-72). 
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In general, Mr. Nelson was too reluctant to use either his original powers 

, those which he did retain, with the result that mobilization of industry was 
nded by unnecessary delays and hindered by lack of firm leadership. Mo- 
tion had to be achieved, says Mr. Nelson, within the framework of the 
\merican way of life. “‘As I understood my job, it wasn’t up to me or to 
\WPB to éell industry how to do its job; it was our function to show industry 


what had to be done, and then to do everything in our power to enable in- 


ry to do it, placing our chief reliance on the limitless energy and skill of 
\merican manufacturers” (p. 208). 
The wide use of dollar-a-year men resulted, if not in actual discrimina- 
ind dishonesty, then in excessive industry-mindedness on the part of those 
m the nation relied to control industry in the public interest. Of this, Mr. 
says flatly, “In my opinion, it would not have been possible to or- 
ize the Board with satisfactory efficiency if the use of the dollar-a-year 
id been denied to us” (p. 331). He goes into some detail in the matter 
controversies and legislative investigations arising out of this prob- 
em, and concludes characteristically that the net result was good. Again, 
tempo of the war had allowed time, a better arrangement might have 
worked out; but under the circumstances the elimination of the dollar- 
year men might well have jeopardized the success of the entire program. 
| have never known a dollar-a-year man who I thought was dishonest or 
) would have consciously put the interests of his own company ahead of 
se of the nation” (p. 340). 
5) The Board was unduly influenced by a “‘business-as-usual”’ attitude 
h slowed conversion and delayed needed measures distasteful to business 
the necessity for them was overwhelming. The ‘“‘business-as-usual”’ 
arge was most vigorously levelled in connection with early difficulties 
lustrial conversion to war production. Mr. Nelson defends the record 
: whole on the ground that the “‘seeming reluctance” to convert was due 
y to the fact that the military services themselves were not proceeding 
s rapidly as the civilian ‘“‘all-outers” urged, and did not have munitions 
racts ready to replace the production which would have been elimi- 
| by drastic curtailment orders. In the case of assembly-line industries, 
rtial conversion” was a false concept. In any event, once the need was 
recognized and was accompanied by actual or prospective military 
‘s, conversion moved ahead satisfactorily. 
6) The Board was repeatedly torn by internal dissensions which hampered 
effective formulation and carrying out of mobilization policies. On these 
sions, Mr. Nelson takes a benevolent attitude which is almost fatherly. 
ere were not, he says, as many as were reported; some of the rumors 
re inflated by the press and others may have been planted or inspired 
those who wished to injure the Board. As to those which did exist, he 
sizes that they were due primarily to the differences in personalities, 
ickgrounds, and views with which he purposely surrounded himself. 
ut of such disagreements came the necessity of examining every side of an 
ssue. “I doubt if time was lost or the Board’s efficiency much impaired, 
except in rare instances, by these ructions. They may have saved time by 
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preventing the prolongation of mistakes that would have wasted time later” 
(p. xiv). eo 1 no matter how sharp the discussion of these differences, he 
never once thought that any of his associates acted except from the best of 
motives or “‘carried with him from former business, professional, or persona] 
affiliations the impulse to place the welfare of previous interests above the 
welfare of his country”’ (p. xv). 

(7) The over-all results of the war production and procurement programs 
were to favor larger concerns and to damage small business in the American 
economy. The necessity for speed, says Mr. Nelson, dictated first reliance on 
large manufacturing concerns. He concedes that smaller plants were not 
brought into the war program to the extent desirable. His ultimate answer 
is what the lawyers would call a demurrer—that “‘our concern was not the 
preservation of small or large business as such, rather it was the doing of 
everything in our power to preserve this country of ours where both kinds of 
business had been permitted to exist side by side . . . ” (p. 277) 

(8) In its most important decisions among conflicting claims for productive 
resources, the Board was dominated by the military services. Here Mr. Nelson 

nakes his most forthright criticisms of the mobilization effort. The whole 
meer of who should control the economy in time of war was repeated]; 
raised; of this he says, ““The military men will exercise that control if they 
possibly can, and it is a job which falls outside of their competence. I have 
no hesitation in saying that from 1942 onward the Army people, in order to 
gain control of our national economy, did their best to make an errand boy 
of WPB” (p. 363). The effectiveness of WPB’s actual control over the mili- 
tary procurement programs is illuminated by Mr. Nelson’s comment that 
“T can truthfully say that the Armed Services never acquainted me wit 
any of their inside plans as to their requirements—not even after I became 
Chairman of the War Production Board” (p. 131). Here he makes one of 
the relatively few recommendations offered in the book: in the event of an- 
other war ‘‘at least one or two civilians who are charged with industrial pro- 
duction should be vouchsafed all of the details of the Army’s requirements, 
not after they have been formulated, but during the ap of formula 

tion.” This he calls an “indisputable imperative” (p. 131). Civilian contr 
over the e onomy and undivided power over priorities he describes as the 
two factors without which a war economy cannot be successfully conducted 
(p. 367). Such civilian control as was exercised by WPB over the Army was 
achieved largely by negotiation, consultation, and persuasion. Mr. Nelso1 
at one point reveals his belief in the necessity of this approach by saying, 
“even if I wor the President to use his authority to compel the Army tod 
what I felt was necessary in order to meet the war production program, tha 
would not necessarily provide a solution. To speak frankly, the Army could 
at any time sabotage any program I set up” (p. 385). The battle over recor 
version policies which culminated the long controversy with the military 
as in his opinion largely lost by the WPB, with the result that the military 
to a great extent took over control of the ec onomy and forced through de 
cisions which greatly contributed to the difficulties of the reconversion peri- 
od (p. 391 
Except for these references to the difficulties with the Army, however, 
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he general tone of Mr. Nelson’s book is one of sweetness and light, of toler- 
e and geniality, of patient amusement over the antics of well-intentioned 
| high-minded men who may have differed over minor points but who 


never really disagreed on any important issues. As a result, the reader is 
likely to get the impression that, so far as the internal struggles of WPB and 
‘ts sister civilian agencies (as well as their relations with the business world) 
.re concerned, Mr. Nelson is either consciously pulling his punches or was 


tually unaware of the existence or significance of many basic differences 
f opinion which tortured the so-called ‘“‘working levels” of the mobiliza- 
on agencies. Everything appears to have happened for the best in a public- 


pirited partnership between government and business in which there were 
nly minor irritations and inconsequential internal “‘ructions”’ that did not 


easurably affect the victorious battle of production. Perhaps this is be- 
use the book is aimed at the general public and is therefore primarily 


narrative rather than analysis, reminiscence rather than assessment, en- 


mium rather than critique. Or perhaps Mr. Nelson has achieved a better 


perspective than some of his associates in the mobilization effort. But to 
many who were involved in the process, this seems a somewhat idyllic pic- 
ture of what were to them serious differences of opinion over vital issues 


+ 


h were not always resolved so as to maximize the war effort and facili- 

ite the post-war transition. 
Mr. Nelson’s ultimate rebuttal is, however, unanswerable. We did win 
he war, and we did supply our armed forces with all the necessary imple- 


ments of destruction without seriously damaging the civilian economy. Per- 
haps it is true, as Mr. Nelson says, that “The big job got done, and that is all 


t matters now to anyone”’ (p. 390). One is nevertheless permitted to wish 


that, from his unique vantage point, Mr. Nelson had chosen to tell us more 


el 


bout what we did not do effectively and to suggest the ways in which our 
forts might be improved in the unhappy event that we need to draw upon 
hese experiences in the future. The reader may find it difficult not to share 

feeling revealed by the comment of one who was with the Board in its 
lost trying days: ‘“‘This is a very interesting volume; but I would like to 


ee the book Mr. Nelson didn’t write.” 


Although the work has limited significance for the professional economist 
1 technical sense, he will find it of much more than passing interest as a 
road description of the attitudes and achievements of the man who filled 


the dificult post of chairman of the War Production Board throughout most 


f the war. 
VINCENT M. BARNETT, JR. 
Williams College 
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Business Methods 


mall and Big Business, Economic Problems of the Size of Firms. By JOSEPH 
STEINDL. (Oxford: Basil Blackwell. 1945. Pp. 66. 7s. 6d.; paper, 5s.) 


Chis is the first of a new and promising series of monographs to be issued 
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from time to time by the Oxford University Institute of Statistics. The pur. 
pose of the series is to serve ‘“‘as an outlet for research results too long for 
journals but too short to form a complete book.”’ 

The general economic problem with which this monograph is concerned 
is well summarized by Mr. Steindl as follows: ‘‘The protagonists of sma]! 
business say: Big enterprises have a monopoly position, and they use it, and 
get their advantage from it; they care little about efficiency. Whereas the 
defenders of large business say: Small business is technically backward. 
and unable to use modern methods of large-scale production; only large 
concerns can produce efficiently” (p. 65). 

Although Mr. Steind] recognizes that the two statements “are not neces- 
sarily contradictory,” he is inclined toward the latter point of view, with 
the important added qualification that in his opinion large enterprises wil! 
tend to follow monopolistic and oligopolistic price policies and that, “The 
only effective attack on monopolies is that which through the control of 
prices and profit margins leads to nationalization” (p. 66). 

Mr. Steind! begins his work with a refutation of Marshall’s theory as it 
relates to size and efficiency. Marshall had held that large-scale economies 
would not lead to monopoly principally because of (1) the so-called “decay 
of entrepreneurial facilities” and (2) the difficulty which big firms expe- 
rience in enlarging their market. Mr. Steindl summarizes his refutation by 
stating that Marshall “‘greatly over-estimated the importance of persona! 
ability of the entrepreneur; and he gave a completely unrealistic picture 
of the ease and readiness with which big entrepreneurs, possessed of large 
capital, appear fresh on the scene, having grown up out of the realm of minor 
capitalists” (p. 4). 

In support of his contention that “the advantages which big firms enjoy 
are in the last resort based on technical considerations,” (i.e., a greater 
efficiency) he advances a number of arguments, the most important of 
which are summarized below. 

First, he calls attention to the fact that big firms can take advantage of 
any economies open to small plants, whereas small firms cannot introduce 
those open only to big plants. Second, he presents the principles originally 
set forth by Professor Sargent Florence! as responsible for the existence oi 
large scale economies: ““The principles of bulk transactions, of massed re- 
serves, and of multiples.’”’ Third, he points out that scientific industria 
research is essential for success in a modern competitive economy and that 
only the large firms can afford to support such research. And fourth, he 
cites the difficulties which small business experiences in obtaining finances 
and their relatively high cost as compared with funds obtained by large 
business. 

In addition to presenting these logical arguments, he cites from American 
sources two different types of data—unit labor cost figures by size of plant 
and profit ratios by size of corporation. The unit cost data tend to decline 
with an increase in plant size, while the profit ratios, taken from Crum, 
tend to rise with an increase in corporate size. 

All of this would appear to add up to a very conclusive case in favor 0! 


1 P. Sargent Florence, The Logic of Industrial Organization (London, 1933). 
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e enterprises, especially since there is a great deal more to the work than 
be summarized in the space of a short review. 
tually, however, the case is by no means conclusive. In fact, a fairly 
case for the opposite point of view can be made which would run some- 
t as follows: 
|) The available evidence on unit costs by size of plant is confined to 
, a few industries and is, at best, fragmentary. 
2) But even if large plants do have the lowest costs, it does not follow 
t they are necessarily owned by the large concerns, to say nothing of the 
| parent corporations. Steindl, in common with most writers on this 
ect, passes over the hiatus between plants on the one hand and concerns 
corporations on the other with the greatest of ease. Actually, there is 


reason to believe that in many industries the most efficient plants are owned 
by relatively small or medium-sized concerns which are well below the size 


he giant corporations in their industry. 


3) In regard to profit data, J. L. McConnell? has shown, as Mr. Steindl 
yperly notes, that when compensation of officers is included in profits, the 


profit rate declines rather than rises with increasing size of corporation. 


Since only a part of officers’ compensation should be regarded as profit, 
\cConnell attempted to make a proper allocation of officers’ compensation 


ween profit and the “‘market value” of the officers’ services. This analysis 
ited that in normal times the profit rate is not higher in the larger 
rations. Steindl recognizes this new and interesting contribution but 
ts to McConnell’s methodology. Although McConnell’s procedure is 
ed subject to a number of technical criticisms—only one of which is 
tioned by Steindl— it must be recognized that some part of officers’ 
ation in small corporations represents profit and that its inclusion 

fits reduces, if not entirely eliminates the higher profit rate shown for 
larger corporations. Moreover, the mere fact that in many concentrated 
‘ies small firms are often reasonably profitable—though perhaps less 
large ones—constitutes a striking testament of the efficiency of small 


erns when it is considered that they must often compete with large 
rations enjoying important monopolistic advantages. 


rhe problems of bureaucracy, red tape, inertia, and inflexibility are 

y greater in the large than in the small firm. However, despite the 

recognized importance of these factors, Steindl casually dismisses them with 

t mpletely unsupported observation that they ‘“‘seem to have only 

r importance in practice” (p. 11). 

5) The two institutional gaps in the economy which Steindl correctly 

s serious handicaps to small firms—their difficulties in obtaining fi- 

al aid and in conducting industrial research—are readily susceptible of 
ion by appropriate government action. 

Enough has been said to indicate that a strong case can certainly be de- 

ped in opposition to the position which Steindl has chosen to maintain. 

e plain fact of the matter is that any case on either side of this issue 

necessarily be a weak case because of the paucity of published relevant 


wrrent Business, May, 1945. 
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statistical data. Like the elasticity of demand, the question of size and 
efficiency is one of those ‘‘great unknowns” in the field of economics. 

But it need no longer remain an “unknown.” In the files of the OPA are 
sufficient unit cost data to answer once and for all the question of the rela- 
tionship between size and efficiency. These data need only to be organized 
and analyzed, a task which can be accomplished at very small cost. It would 
be a tragedy, indeed, if the government failed to salvage these invaluable 
records and organize them in such a way as to shed light on this and other 
basic economic problems. 

Regardless, however, of what future analyses may reveal, Mr. Steind]’s 
work is to be regarded as a well-organized and generally excellent presenta- 
tion of the case that efficiency is on the side of bigness. But this reviewer, for 
one, is of the opinion that the OPA data, if and when analyzed, will reveal, 
at the least, numerous and significant exceptions to this general conclusion. 

Joun M. Briar 

W ashington D. C. 


Marketing ; Domestic Trade 


Principles of Marketing. By Harotp H. MAYNARD and THEODORE N, 
sECKMAN. 4th ed. (New York: Ronald. 1946. Pp. xiv, 736.) 


This is the fourth edition of a fine textbook by the marketing experts of 
the Ohio State University. The original text included Professor Walter C. 
Weidler, now Dean of the School of Commerce and Administration of the 
Ohio State University, as a member of the marketing trio, and was pub- 
lished in 1927.1 The book was revised in 1932? and in 1939.* The need for 
another revision—if indeed there be a need, other than the obvious and wel- 
come pressure of a publisher, who never fails to hold a moistened finger to 
the trade wind—according to the authors, is not unlike the former one: 
marketing marches on; important changes have taken place; “significant” 
legislation has been enacted; “factual information” has increased, throug! 
the second decennial Census of Business and through market research. The 
authors have added another reason: ‘‘All economic activity, including mar- 
keting, has been subjected to severe strains and stresses,” in part the result 
of World War II, with its accompanying controls and experimentation. “To 
reflect all of these in a significant measure is the main purpose of this revi- 
sion” (p. v). 

In all fairness, it must be admitted, the authors have not disappointed 
the reviewer’s expectations. They have placed greater emphasis on funda- 
mental principles without neglecting the factual material that is essential 
toa knowledge of the subject. Considerable new information has been added 
and made available by the four Censuses of Business for the years 1929, 
1933, 1935, and 1939—the fourth being the second regular decennial Census 
of Distribution that was taken in 1940 for the year 1939. The subject matter 


! Review in Am. Econ. Rev., June, 1928, pp. 303-305. 
2 Review in Amer. Econ. Rev., Sept., 1932, p. 506. 


* Review in Am. Econ. Rev., Sept., 1939, pp. 601-602. 
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; been reorganized into seven parts and thirty-nine chapters. The addi- 
of questions and problems at the end of each chapter as a pedagogical 
is a welcome feature of the text and will no doubt be of great assistance 

teachers who use the book. And the functional method of approach in 

ve measure has been retained. 

Certain new material readily catches the eye. Deserving of special atten- 
are the new or completely rewritten chapters dealing with the con- 
er in our marketing system, the wholesale structure, market efficiency, 
also the new treatment accorded price policies. Other chapters have 

nproved by reworking them. Following in the footsteps of such writ- 

as Copeland, Hoyt,‘ Phillips,® Gordon and others, the authors have given 

emphasis to the place of the consumer in the marketing process, 

ce every student is a consumer and thus finds it logical . . . to proceed 
the known to the unknown.” This is an acceptable point of view. 

[he method of approach that is employed by the authors would appear to 
mine, to some extent at least, the reorganization of the subject matter 
e book. “In this book,” they write on pages 16-17, “‘emphasis is placed 
e functions of marketing. . . . But in order to understand the function- 


¢ of the marketing mechanism, one must of necessity first familiarize him- 


ith the structural elements of the field, hence consideration is given to 
arketing institutions before any elaborate discussion of functions is 
pted. To lend even more concreteness than is presented in the illus- 
ive material, the marketing of a selected number of commodities is also 


resented. All of this is supplemented by historical material and cost data. 


rd, while the functional treatment is given major consideration, the 
methods of approach cannot be overlooked; all of them must be woven 
pattern that reflects realistically our marketing system, with its 
tioning or life standing out in bold relief.’”’ This is a high aim and is 


serving of high praise even to attempt such an effort. 


Dp 


e arrangement of the book follows this methodology. Part I treats 
me marketing fundamentals (two chapters). Part II deals with the ulti- 
te consumer (three chapters). Part III explains the retailing system 
ven chapters), and Part IV the wholesale system (nine chapters). Part V 
ribes the various marketing functions (nine chapters) and Part VI price 

es (five chapters). Part VII concludes with a discussion of marketing 
ts, marketing efficiency, and the relation of the government to marketing 
r chapters). This order of treatment of the subject would seem to be 
suited to the purpose that the authors have in mind. 
erhaps one final comment might be warranted with regard to the point 


i view. After discussing the conflicting interests of producers, consumers, 


| middlemen, the authors add: “It is obvious, then, that to be scientific 
i consequently impartial, the student of marketing must, in a considera- 


n of every marketing problem, treat fairly all interests involved, with his 


ew. wit] 


r interest, of course, on the social rather than the individual point of 
1 a strong leaning toward the consumer’s interests” (p. 19). This 


im. Econ. Rev., Sept., 1929, pp. 513-15. 
vy in Am. Econ. Rev., Mar., 1939, pp. 152-53. 
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may seem to some a counsel of perfection. Simpler far to adopt admittedly 
either the social or the individual point of view—and may Clio be gracious 

Truly the book has merit. The revision is a decided improvement oyer 
previous editions; it is not cluttered up with unnecessary technical débris 
but has sufficient graphs and tables to satisfy the devotee of blackboard 
and chalk; and it is teachable and informative. Like most marketing tex. 
books, it is short on cost data and long on prophecy that marketing efficiency 
will be enhanced when we have more adequate cost material and when it has 
been subjected to more thorough analysis (p. 669). And to this desideratum 
we all say in unison: so mote it be! 

Jesse S. Rosrnso 
Carleton College 


Economic Geography; Regional Planning; 
Urban Land; Housing 


All These People: The Nation’s Human Resources in the South. By Rupert 
B. Vance. (Chapel Hill: Univ. of North Carolina Press. 1945. Pp. 
xxxili, 503. $5.00.) 


This treatise is a versatile and encyclopedic analysis of the people of t 
South. Revealing as to its basic thesis and underlying premise is the reas 
ing of the author in selecting the title and subtitle. The title All Th 
People was suggested by the fundamental importance in this work of the 
fact that Southerners are reproducing themselves faster than any other 
regional segment of the national population. The subtitle resulted from 
another important and minutely-explored fact considered in conjunctio 
with the attitude taken toward it. This point, “that Southerners have | 
on which to live,” was viewed with tranquillity rather than alarm by t 
author because he believes that these people are needed by the region and 
the nation. Consequently, the subtitle, The Nation’s Human Resources in 
the South. Along this line of thought is the oft-repeated message of the 
author expressed in factual material, in value judgment and in suggest 
policy that the contribution of these people to the nation’s welfare may be 
immeasurably enhanced by the further development of their capacities 
potenti ilities. 
broad sections comprise All These People. Although the entire work 
may be broadly characterized as a population study, the first sectio1 
Part I, entitled ‘The Dynamics of Population,” is devoted exclusively | 
the analysis of population within the more or less conventional demogra| 
framework. Starting with a brief first-chapter discussion of assumptions 
and social values involved, Vance proceeds with the systematic consider 
tion of factual population data as the following chapter headings indicate 
(in an instance or two, not too clearly): “How the People Grew,” “The 
Record of the Decade,” ‘“‘Male and Female,” ““The Young, the Old and t 
Mature,” “The Trend of Fertility,” ‘Family Size and Replacements,” 
Pattern of High Fertility,’’ “Moving Across the Map,” “The Trend 


Five 
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thern Migration,” and “‘The Changing Occupational Distribution.” In 
e treatment of these topics and throughout the study, trends and re- 
hips pertaining to the Southeast are placed in the proper perspective 
e presentation of corresponding information for other regions and for 
tion as a whole. 
economy of the South is dominated by agriculture. Its many-faceted 
ration is inextricably bound up with and basic to the so-called popu- 
problem of the region. This connection led to the thorough investiga- 
f “Population and the Agrarian Economy” in Part III. Attention is 
essively focused upon the réle in the total population picture of land 
rm income, power resources, tenancy and the Negro in agriculture. 
III treats the influence exerted by industry on the people of the 
Income, industry and unemployment are examined with the aim of 


scovering ways and means for the fuller utilization of material and human 


irces. Also included are appropriate case studies of the industrialization 
ral areas in the Southern Piedmont and its consequences. Although not 
it irrepressible exponent of complete industrialization now as a cure- 
e region’s ills, Vance does conclude that ‘‘With the country’s agri- 
tural needs already well supplied, the South’s insistent cry for a higher 
rd of living can be answered only by an expanding industrial pro- 

in which the workers take part” (p. 317). 
In Part IV, termed “‘The Cultural Adequacy of the People,” the author 
is out his factual analysis by delving into other factors vital to the 
| and economic development of the South. In this connection health 
he center of attention in three chapters, education in five and leadership 

one 


[he first four parts are crowded with empirical data. After giving this 


posing and well-balanced factual background, the writer moves on in the 


} 


ding section, Part V, to the philosophical question of social policy. 
issues are raised with respect to the formulation of public policy in 
fields for which no policy has been charted: (1) regional-national popu- 
d (2) regional-national development. Vance’s guiding principle in 
s elusive and intangible area is indicated by the following quotation, 
ly there can be no better touchstone for our national policy than 
question: Is it conducive to the conservation and development of our 
human resources?” 
This work is both a down-to-earth fact-finding study and a theoretical 
tment of ultimate values and societal goals. Fact and theory are con- 
iently arranged in such a manner that one may be gleaned without inter- 
e from the other if such be the desire of the reader. The philosophical 
iderations are limited to the first and the two concluding chapters while 
tual material is dealt with in the intervening twenty-nine chapters. 
the presentation of the detailed data, extensive use is made of the graphic 
tabular methods. Included in the entire book are 281 figures and 146 


bles which combined represent a vast storehouse of readily available social 


‘economic data on the human resources of the South. Sources of all 
terial utilized are specified by meticulous documentation. 


ry 
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In the general pattern of previous scholarly and worthwhile studies ;; 
regionalism from the University of North Carolina, All These People is yp. 
doubtedly the most notable of the lot. Its extreme breadth of scope pre. 
cluded the depth of analysis that may be desired by some subject matte; 
specialists in their particular academic preserves. But because of this exten. 
sive coverage, buttressed by the tremendous accumulation of factual data. 
this volume will establish itself rapidly as a source book on the people of 
the South. Of primary interest to the demographer and other sociologists, 
it will hardly be less in demand by economists, political scientists, educators. 
health specialists, and students of agriculture. 

Homer L. Hirr 

Louisiana State University 


Labor and Industrial Relations 


A Labor Policy for America: A National Labor Code. By Lupwic Te tte: 
Foreword by Senator Wayne Morse. (New York: Baker, Voorhis. 1945 
Pp. xx, 334. $3.75.) 

Mr. Teller’s book should call for a commission, to canvass proposals an 
to make recommendations. What its highly competent author thinks it calls 
for, however, is a statute, a new law which he has painstakingly worked ou 
to improve and codify the crazy-quilt of federal laws about labor relations 
Doubts concerning particular proposals leave one admiring still the gras 
and power to analyze chaos which Mr. Teller’s work exhibits. This should 
not be surprising from the author of Labor Disputes and Collective Bargain- 
ing. 

Mr. Teller’s attack is unique, so far as this reviewer is aware. Professor 
Gregory’s Labor and the Law (Norton, 1946) has some similarity, but does 
not propose such a detailed or sweeping scheme of reform. Mr. Metz’s Labor 
Policy of the Federal Government (Brookings Institute, 1945) bears a super- 
ficial resemblance; but differs in that it is a study of what exists whereas Mr. 
Teller’s book is mainly a proposal of what ought to exist. 

It is not with an intent to belittle Mr. Teller’s effort that the suggestior 
is made that it calls for a commission but not for a statute. It is bare!) 
possible that Mr. Teller has all the right answers. He makes a cogent cas 
for each, within the limited space he allows himself for so gigantic a subject 
Certainly his ‘‘Code”’ would bring some advantages to labor, and to man- 
agement, and to the public. But such proposals should never be adopted ou 
of hand. They might well be studied with other recent proposals, bj 
Presidential commission. Such commissions have made significant contribu- 
tions to legislative decisions in the past. Legislative decisions of vast im- 
portance spurred by the recent elections, may soon be in the making. 

The book is divided into two parts, the first introductory and the sec: 


propounding the “Code.” In the first, the principal trends in the develop- 
ment of our labor law are traced, and the reasons surveyed for the sorry 


figure generally cut by the courts in this particular field. Administrativ 


fee 


Di 
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edures under the Railway Labor act, the National Industrial Recovery 
he Wagner act and such wage-hour statutes as the Davis-Bacon, 
Healey and Fair Labor Standards acts, are briefly reviewed. So also 


are recent proposals for administrative reform, such as the vetoed Logan- 
Walter bill, the Attorney General’s Committee report and the New York 
Benjamin report. These last supply many of the proposals later embodied in 


he Code. On the substantive side, there are discussed the reports of the 

President’s commission upon British and Swedish experience with labor 

| collective bargaining; the report on internal affairs of labor unions made 

e American Civil Liberties Union; and the “Smith Amendments” and 

r labor legislation, enacted and proposed. Surprisingly no mention is 

of the Ball-Burton-Hatch or the Case bill. Other items—the act aimed 

‘feather-bedding”’ abuses in broadcasting, the President’s proposed legis- 

to end the railway strike by conscripting workers, and the anti- 

eteering fragment of the vetoed Case bill which did become law—are 

ent for discussion in this book; as is also the new federal act relating 
ministrative procedure. 

In Part 2, the Labor Code is sketched, not in exact statutory language 

in the form of general statements from which its text would be con- 


structed. After a repudiation of fashionable methods of solving labor prob- 


ems by deduction from such concepts as private property and contract 
rights on the one hand or inequality in bargaining power on the other, Mr. 
feller sets up three “propositions” and ten “policies” as preferable guides; 

makes the many concrete proposals which seem to him to follow from 

s almost unexceptionable generalities: 

First, a series of unfair labor practices by employees would be enunciated 

interbalance practices forbidden to companies by the Wagner act. 

Disorderly conduct, mass picketing, sit-down or malicious slow-down 

trikes, fraudulent conduct, and the picketing of homes would all come 

ler the ban. A “Labor Court,” enlarged successor to the present Na- 

Labor Relations Board, would be established and, like the present 

, it would be empowered to make cease-and-desist orders and to di- 

rect affirmative action, to stop unfair labor practices. Court decrees would 

h orders, and violations would constitute contempts of court 
except where the order calls for a money payment). 

Inasmuch as any individual would be granted a (quite new) power to 
institute and prosecute his own case, Mr. Teller would bring back, in the 
guise of cease-and-desist orders, some of the substance of the labor injunc- 

n. This has been almost banned by the Norris-LaGuardia act and numer- 
ous State statutes. In each type of employees’ offense, the end result of a 

cessful company’s litigation would be an injunction, enforceable by con- 

mpt. The evils of ““government by injunction” would doubtless be miti- 
gated, in that an expert Labor Court or its hearing officer would make the 
al decisions. For the particular unfair practices we are now talking 
out, this might be a sufficient answer (provided it seems wise to grant 
insdiction over disorderly strikers to a federal agency). But on the more 
general question, those who believe that the evils of the labor injunction 


force suc 


) 
19 
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outweigh its advantages will need more than is in this book to be cop. 
vinced. The fundamental difficulty is, not the lack of serious abuses whic} 
cry to be prevented, but a doubt that injunctions are an effective method o 
winning human codperation. They have undoubtedly broken some strike: 
which ought to have been broken. But particular instances can hardly be 
conclusive on broad questions of social policy. Remedies which revolt ang 
embitter large segments of the population may create more strife than the, 
prevent. 

Creation of unfair labor practices by employees reopens another contro. 
versial issue, and here again, in the reviewer’s opinion, Mr. Teller fails ; 
meet the burden of proof. The suggestion that the Wagner act ought not be 
a one-sided law, favoring labor alone, was urged before that act was ever 
passed. The answer that prevailed was, again, not that abuses and injustices 
were not present, but that the act was aimed against one great wrong: the 
abuse by business of its economic strength in fighting unions and persecuting 
union leaders. The act was not intended as a panacea. Mr. Teller answer; 
that we are ready for the panacea now. His argument that the federal goy. 
ernment should thus expand its administrative controls can hardly be ar- 
cepted before one has digested the opinions of many spokesmen for manage. 
ment, labor and government. Members of the National Labor Relations 
Board, for example, and of the National War Labor Board, who have lived 
day and night with these problems, should undoubtedly be heard. 

Doubt grows into skepticism on the next proposal, making it an enjoina- 
ble practice for workers to interfere, by contract, strike or other concerted 
activity, with the introduction or use of mechanical devices. The only ex- 
ceptions permissible would be demands for severance pay for workers wh 
might be discharged, and for better incentive wages for workers who remain 
This seems a cavalier disposal of the intricate problem of man against ma- 
chine. Granting the general social interest in the “‘highest degree of produc- 
tion” and “technological advancement,” are we to assume that every pro- 
posal of a more efficient process presents so clear a social gain that a worker 
should be forbidden by law to strike in defense of his job? The generalities 
of the Green-Murray-Johnston Labor-Management Charter of March 28 
1945 (which Mr. Teller prints as an appendix, and relies upon here), are 
hardly sufficient to require this result under all of the complexities of cir- 
cumstance in which technological unemployment can arise. 

The jurisdictional dispute, after one union has become a statutory repre- 
sentative, is another labor activity which Mr. Teller would ban by law and 
subject to the labor injunction. (To lessen union-perpetuities, however, any 
collective contract of more than two years would be made itself an unfair 
labor practice.) The obvious injustices to management, which result from 
disputes that management is powerless to settle, are made a road to the 
conclusion that if labor does not settle these disputes government must 
Our immature labor organization has made the jurisdictional dispute one 
of our most bitter and disastrous types of labor pain. But the experience « 
the National War Labor Board with jurisdictional strikes did not encourag? 
belief in the efficacy of settling them by compulsion, even during war whe! 
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ves of patriotism were felt, and urgent pressures of public opinion. Mr. 
ler would now, in peacetime, enjoin all activity in support of such a 
risdictional fight. 
He would also prohibit a company from bargaining with any union not 
ertified by the Labor Court, whether a rival union is in the field or not. 
‘fication would come only after a searching inquiry into the democratic 
aracter of the union and its willingness and ability to represent all the 
ters in the unit. If Mr. Teller were not slightly intoxicated by the beauty 
the systematic plan he has designed, one so experienced as he in practical 
relations might himself be skeptical of this effort to produce utopia by 


A certification once made would be revocable at any time, on proof of 
would have defeated certification in the first instance. Every 
ertification would be coupled automatically with an order that the com- 
bargain at once with the union certified; and this order could be ap- 
once by any interested party. This would eliminate much delay 
stice in the present system which permits no appeal until, and un- 
e company refuses to bargain. It would not allow the dilatory appeals 
certification which it was the intent of the Wagner act to avoid. 
nother “hot” issue, that of union security, which broke the National 
Defense Mediation Board, Mr. Teller would draw the line of legality be- 
the closed shop, which requires hiring through a labor union and thus 
; of monopoly, and the union shop which merely requires that workers 
the union after the employer has hired them. The proposed distinction 
interesting one, but one questions whether it gives enough weight to 
hat there are good closed shops as well as bad. 
erted labor activity would be prohibited if it brings pressure 
ny third person not having a ‘“‘beneficial economic relationship” 
e company; or against one having such a relationship if he has bought 
from the company or made a contract with it without knowledge of 
troversy; or if it brings pressure to compel the doing of any act 
illegal; or if it seeks any other result which the Labor Court may find 
in unlawful labor objective. Let us note what this would mean. Pro- 
mn of an act by any local law, however arbitrary, would require the 
| government to help enforce that law by preventing union efforts to 
at act. And a federal agency, quite independent of the Congress, 
uld have an almost plenary power to declare a labor objective illegal. (Court 
review could not be expected to reverse such a decision unless it were ar- 
For this tremendous grant of power the excuse advanced is that 
Board acts now against any company practice which it finds to be an 
egal interference with freedom to organize and bargain collectively. But 
Mr. Teller’s proposal is of an utterly different order. It would create no 
dard. If a particular motive should not seem socially desirable to 
of the Labor Court, no union engaging in interstate commerce 
vork for it legally. The union’s members might not legally stop work, 
t, to obtain it. 
Discrimination by a union against members or persons desiring member- 
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ship, on account of their race, color or opinions, would be made an unfajy 
labor practice, and fair hearings and appeals in such cases would be re. 
quired. This follows substantially the “‘bill of rights’? proposed in 1943 py 
the American Civil Liberties Union after an extensive investigation of yp. 
democratic practices in trade unions. Some government regulation doe 
seem desirable here, and fully justifiable in view of the quasi-legislatiy. 
powers delegated by the Wagner act. (The act makes a designated union th; 
statutory representative, not of the union’s members only, but of each and 
every worker in the unit, whether he wishes to have the union represent 
him or not.) But the methods of any such regulation need careful considera. 
tion so as not to give chances for dilatory litigation to anti-union employers 

Present provisions on unfair labor practices by management would ly 
retained, though with some modifications of Section 8 of the Wagner act 
mainly to fit it to other provisions of the Code. An employer is also to be 
forbidden, with two minor exceptions, from discriminating among workers 
because of their race, color or opinions, thus constituting the Labor Cour 
a permanent Fair Employment Practices Commission. It would be an un. 
fair labor practice, further, for a company to discharge a worker at the 
demand of a union, pursuant to a contract provision for union security, 
unless the union certifies that the worker has finally exhausted his remedie: 
within the union. 

Either company or union would be guilty of an unfair labor practice for 
violating any collective-bargaining agreement or arbitrator’s award 
Industry-wide collective bargaining would be encouraged, but this wou 
become an unfair labor practice if used as a cloak for such monopolist 
practices as fixing prices, allocating markets, or limiting the amount of pro- 
duction or the number of producers. 

The Fair Labor Standards act and all other federal wage and hour and 
child-labor, etc., statutes are to be incorporated in the Code, with improve- 
ments and integration to make coverage more uniform, and to place ad- 
ministration and enforcement in the hands of the expert Labor Court, sub- 
ject to review by the courts. 

The Labor Court would be the administrative agency charged with en- 
forcing all rights under the Code, but any individual or company would hav: 
power to prosecute its own cause. The Labor Court would also be en- 
powered to bring proceedings where important public interests are in- 
volved. A two-year statute of limitations, for the private litigant at least, 
would limit the time within which action might be commenced. 

Decisions by the Labor Court’s trial examiners would become orders at 
once, unless stayed on appeal to the Labor Court or to a Circuit Court 
Appeals. As recommended by the Attorney General’s Committee on A¢- 
ministrative Procedure in 1941, the trial examiners—who now make mer 
recommendations, on each of which the Board must act—would become 
hearing commissioners with fixed tenure of office. Other segregated divisions 
within the Labor Court would also be established, to perform its duties oi 
investigation, adjustment, review, enforcement, etc. This segregation is alsi 
in harmony with recommendations of the Attorney General’s Committee, 
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re many other detailed proposals for administrative reform. In one re- 
Mr. Teller goes beyond the Committee’s proposals: by constituting 
‘a| examiners’ decisions immediate orders of a Circuit Court of Appeals, 
ess of course in the case of a stay. This radical innovation is designed to 
ake such decisions enforceable at once, as even a Board order is not, and 
us to avoid delay. It may seem startling, but it has a good deal to com- 
| jt and should create no danger of prejudice if sufficiently liberal pro- 
ns for appeal and stay shall safeguard all possible parties in interest. 
lhe Labor Court would be wholly independent of the Department of 
bor, which would continue its vital tasks of conciliation and the encour- 
ent of voluntary arbitration, as well as the invaluable intelligence 
rk of its Bureau of Labor Statistics. 
Under the Code, the Labor Court would enforce arbitrators’ awards; and 
would likewise enforce awards of the National Railroad Adjustment 
ard. It would also protect the railroad unions from employer interference. 
her functions of the National Mediation Board, consisting of the 
iliation of rail disputes, would be incorporated into the Department of 


Special legislation should, Mr. Teller thinks, be considered for govern- 
workers, possibly making any concerted activities by them, except 
and presentation of grievances, into unfair labor practices subject 

to cease and desist. Other special problems may also arise where 

ic health and safety demand drastic limitation of the right to strike. 
is Mr. Teller believes still to be a matter for future experience to de- 

In the absence of such experience and convincing proof of such 
essity in the particular case, he opposes any form of compulsory arbitra- 
of disputes over wages, hours and conditions of employment. It has 


rked well nowhere. He even condemns such expedients as ‘‘cooling off” 
nd fact-finding bodies, especially those which are instructed to 
sess blame. He doubts the wisdom of creating a new national board for 


sputes. Free collective bargaining, without too much govern- 


i 


ling, he sees as the most hopeful road toward the end of our 


estimate of Mr. Teller’s book must depend on the reader’s 

ental attitude toward our turbulent workers. Leaving extremists 

we may note two rather clearly marked bands in the spectrum of 

vhich will yield different results. 

Some see progress largely in the terms of bringing more and more of hu- 

ty’s quarrels from the jungle of violence into the realm of law. The 

y of labor relations, like the anarchy of foreign relations, is a reproach 

reat to the claims of civilization. The public welfare cannot tolerate 

ied war between employee and employer which menaces the entire 

nomy. Such views must be strong in Mr. Teller—as indeed they are in 

f us. They motivate many of his proposals. To those of us who think 

; way—or when we think this way—Mr. Teller’s book is a constructive 
ysis and often an extremely brilliant one. 

But logically such views point to compulsory arbitration and denial of 
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the right to strike. Mr. Teller repudiates both conclusions. His work thy; 
suffers from an unresolved conflict between his recognition of the right ; 
strike, picket and boycott in the abstract, and his denial of those righ, 
whenever their objectives fail to meet his tests of the socially desirable, Hj; 
answer of course is that no right, however sacred, is an absolute; and th, 
where he proposes to curb the right, the objective is one which al] fajr. 
minded men would agree to be antisocial. 

Others look upon the law—yes, as a balancing of social interests—but a; 
a balance not to be struck until a majority of those affected can more or |es; 
agree on what the law ought to be. These see our society, born of a Revoly. 
tion proclaiming opportunity for all, as an economy wherein the ordinary 
worker has never come to have much chance of a decent living. They are 
impressed by the figures on increasing concentration of corporate wealt} 
and by the relation of the annual wage of most workers to the minimum 
subsistence family budget. But they see the rise of unionism in the pas! 
century as some slight evidence that the ideals of 1776 are still working ip 
this new, industrialized society. They do not blink the evils, the monopolies 
racketeering, ‘“feather-bedding” and other injustices, the human and eco. 
nomic wastage of strikes. But they believe that in this most rapidly chang. 
ing period of human history, the desperate chance of avoiding more war a! 
revolution may depend on the degree to which organized labor can use it 
economic power to counterweigh the ever-growing economic power of busi- 
ness. The fact that the many are gaining a measure of economic strengt! 
of more importance, for the purposes of democracy, than the fact that 1 
many may make mistakes. Management makes its antisocial mistakes, t 
and its objectives are subject to no effective control in the social interest 
To such observers, many of Mr. Teller’s proposals will seem doubtful wis- 
dom, as an effort to write the law in terms of social interests before one 
be certain what the social interests actually are. 

BERTRAM WILLCOX 
Cornell University 


Collective Wage Determination: Problems and Principles in Bargaining, Ar- 
bitration, and Legislation. By Z. CLARK Dickinson. (New York: Ronal 
Press. 1941. Pp. xviii, 640. $5.00.) 


It is instructive in these days of controversy over wage rates to turn t 
Professor Dickinson’s comprehensive survey of the issues and problems oi 
collective wage determination. After a brief examination of the labor market, 
Part II of the book starts with a survey of the economic theory of wages 
(Chap. 4). The central portion of the book then treats the ‘“‘several families 
of arguments commonly evoked in wage deliberations”: the cost of living 
(Chap. 5), the relation to total production costs (Chap. 7), production anc 
productivity (Chap. 8), wage-paying capacity (Chap. 9), comparison with 
other wages (Chap. 10), and the influence of unemployment on wage ¢e- 
termination (Part III, Chaps. 11-13). The author examines in Part I\ 
(Chaps. 14-16) the wage policies and practices in private collective bargal 
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k th og and turns finally in Part V (Chaps. 12-21) to the influence of public 
ght ‘ n wages. 
rights ior of Compensating Industrial Effort wisely warns that it is easily 
le. Hi . to exaggerate the role played by wages in labor problems” 
dt] lhe emphasis upon the substitution in bargaining between any con- 
H) fair. § employment (union security, lay-off policy, etc.) and wages is es- 
to the understanding of any collective wage determination (p. 25). 
but as \ e reading of this book constitutes an antidote to the extreme generali- 
or of a writer like Peter F. Drucker who has recently insisted that 
oan wage rates are rarely an important cause of labor trouble in American 


“ stry, except in a few areas of substandard wages... .’! The extension 

" xperience with individual workers in the small work community to 

ict over wage rates between large labor organizations and corpora- 
unwarranted, 

\ survey of economic thinking on wage determination must face up to the 

whether there exists a “theory of wages” under collective bargain- 

e sense of explaining the level of wage rates. Marginal productivity 

tutes the demand for labor services; it indicates the amount of services 

ill be hired at varying prices (wage rates). However, the customary 

irve of labor can have little meaning under conditions of mass 

ation. The amount of labor services which the union allows to be 

not a unique function of the wage rate. Consequently, wage rates 

be said to be determined in any precise sense by supply and demand. 

re is really no “marginal productivity theory of wages’’; marginal pro- 

¥ luctivity can only indicate the demand schedule. Here is a fundamental 

ial problem which Professor Dickinson has not faced in his chapter on the 

theory of wages (Chap. 4). 

One of the most useful features of the book is the discussion in Chapters 

10 of the arguments and points of view frequently presented in wage ne- 

tions, in arbitration proceedings, and in government wage fixing. Pro- 

Dickinson has surveyed many of the problems of measurement 

ved in an appeal to these wage standards. The rich use of illustrative 

rial will prove useful to students without being tedious. In the course 

det these chapters Professor Dickinson has wisely aided pedagogy by raising 


Roni questions as he answers. 

ussion in Part V of the influence of public policy on wage rates is 
turn t structive, although the date of publication precludes the greater part of 
lems of the recent wartime experience. Public policy may affect wage rates by 
narket, minimum wage laws, by determining the wages of government employees, 
wages through specifying wage levels in contracts let by government agencies, 
amilies through a family allowance system, and by any governmental disputes set- 


F living ting machinery. The treatment of the experience in foreign countries is 
on and 4 useful summary. 

mn with (he chapter on the labor market and the wage-hour structure at the out- 
set of the volume reveals how little work has been done to summarize char- 


Why Men Strike,” Harper’s, November, 1946, p. 386. The first part of the quotation is in 
ta riginal. 


- 
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acteristics of the wage structure and its movement over time. Have differ. 
entials among industries, among regions, and among job classification; 
increased or decreased? How have wages moved in expanding as compared 
to contracting industries? (The treatment of the problem of these secyla; 
changes in employment on wages in Chapter 12 is one of the best in ¢] 
book.) How have hourly earnings varied in comparison to wage rate stryc- 
tures? 

There must be reservations concerning the treatment of the problem 
the relation of wage rates to employment in Chapter 13. The Keynesia; 
position has not been well stated. Neither is there a discussion of cyc! 
rigidities which is aware of the type of analysis presented by Professor Hick: 
in Value and Capital. One might have wished for a sharper separation 
problems of wage movements for the total system from particular equilib. 
hanges. But the book is thoroughly useful as textbook or refereng 


rium 

It is especially commendable to the ordinary student for bridging the ¢ 

between abstract analysis and wage-setting practices and arguments. 
Joun T. Duntor 


Harvard University 


Population; Migration; Vital Statistics 


Population and Peace in the Pacific. By WARREN S. THOMPSON. (Chicag 
Univ. of Chicago Press. 1946. Pp. 397. $3.75.) 

In 1929 Warren S. Thompson published a book, Danger Spots in Worl 
Population, in which he drew attention to the dangers to peace resulting 
from unequal population growth and pressure on resources in various parts 
of the world. The present study by the director of the Scripps Foundatior 
is a vigorous restatement and elaboration of this thesis with particular ref- 


erence to the Pacific. 

As is well known, the cycle of population growth, familiar in the West, is 
now operative in the Far East in its early, expansionist phase. In Japa 
India and Southeast Asia and potentially in China, the introduction of 
ternal order, modern transport, sanitation, and agricultural and industr 
expansion have brought about a fall in the death rate. Meanwhile birt! 
rates remain high, responding slowly if at all (except in Japan) to moderni- 


zation. 

In a country by country analysis, Professor Thompson examines t! 
prospects throughout the area. He concludes that the widening gap betv 
birth and death rates, appearing in Far Eastern countries already possessing 
immense populations, threatens to produce a prodigious increase in nu! 
bers absorbing most of the expected gains in national income in the cal 
ble future. With new land strictly limited, with intractable obstacles ' 
rapid agricultural improvement and industrial growth, the chances are t 
population pressure will be maintained or even increased for some decades 
with little improvement in human well-being. 

In this situation, the author believes, are to be found the seeds of futur 


ee! 
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differ. wars between the East and West. For Asiatic peoples, with rising felt needs, 
ati ikely to develop a growing sense of injustice over the unequal distribu- 
a of world resources. Particularly will they cast covetous eyes at certain 
pa . ndeveloped areas in the Western Pacific and Africa now controlled 
tionary” European peoples and barred to Asiatic migration and ex- 
a ion. China and India at least, and perhaps Japan again, will acquire 
7 litary strength in time to make their demands effective. In this loom- 
fe s struggle, prophesies the author, the Western European peoples are going 
sa e “on the losing side of power arguments” —‘“‘the high birth rate peoples 
ee : win.” It is therefore only prudent to make concessions while there is 
Hi e, and to w ork for an international authority and program to harmo- 
“ys nize conflicting national needs. 
* Most urgent is the issue of colonial control in the Southwest Pacific, in 
a Professor Thompson’s opinion. In a highly critical review of the whole 
: _ | system, he attacks with special vigor discriminatory restrictions on 
tie igration and settlement. Admittedly, immigration by Indians and 
=a ese to Indonesia and Oceania would not relieve population pressure at 


rhe right, however, to do so on nondiscriminatory terms would at 

ppease a growing resentment over exclusion. Objections to “opening 

ised portions of the tropics, says the author, reflect mainly the selfish 

ests of the colonial powers, cloaked under pleas of native welfare. (The 

ide of native peoples is not discussed.) This policy is morally inde- 

licag fensible and will become less and less tenable militarily as differential popu- 
1 increase shifts the balance of power to Asia. 

Wop Few people will question the magnitude of the problems presented by the 

cs estrained increase of the vast, poverty-ridden populations of the Far 

z East. One doubts, however, that politico-economic relationships in this field 

co e as simple as Professor Thompson supposes. The future may belong to 

swarming” peoples, but if so it will only be when and as population 


f 

comes under control. A high birth rate in the already densely popu- 
Ve | countries of Asia is not a factor of national strength but of weakness, 


= 4 perpetuates poverty, technical backwardness, illiteracy and civil dis- 
Moreover, the impulse to aggression is not correlated necessarily with 
, tion increase or pressure—witness Germany and Japan. Japan’s 
. birt tarism predates her modernization. It became a world menace only as 
e began to bring her population under control, to raise per capita income 
lustrialization and foreign trade, and thereby to increase her military 
lancy over her Asiatic neighbors. 


we Professor Thompson’s projections of expanding populations at the sub- 
seasias e line suggest that the danger lies less in some formidable onslaught 
ft gainst the West by a resentful “have-not”’ East than in the continuation 
alk nong half the world’s population of grinding poverty, disease, and 
ie st, which is likely to impose a continual drag on all efforts to foster 
ire id se urity and economic development. 

a \s for the proposal to open the islands of the Southwest Pacific to Asiatic 


on, one wishes the author had examined more in detail the possibili- 
attendant problems in specific areas. In a secure world there would 
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be no justification for discrimination by the colonial powers against Asia 
and in favor of Europeans, in areas capable of supporting closer settlemen} 
It is fair to point out, however, that turning over New Guinea to Japanese 
development, as Professor Thompson proposed some years ago in Danger 
Spots in World Population, would only have afforded Japan additional bases 
for penetration and conquest. It could hardly have persuaded her from the 
path of aggression. 

So far as Chinese or Indian immigration in the future is concerned. jj 
would appear that the trusteeship principle in colonial areas implies clos 
(though not discriminatory) restriction of land settlement by immigrant 
peoples. Except in New Guinea and perhaps parts of Borneo, local resources 
are required for the future use of native peoples. Moreover, the introductio; 
of diverse racial groups in itself brings difficult problems of race relations for 
immigrant peoples, as in Burma and Malaya today. Chinese and Indiar 
leaders themselves are in fact more concerned with the broader issue as | 
how the developed resources of the West are to be employed to assist 
coping with their staggering problem of population and poverty at home 
for which emigration offers no solution. 

This economic problem is of varying degrees of urgency in different ar 
of East Asia. The bulk of Professor Thompson’s book is devoted to a us 
summary of available data for each country on population, resources, agri- 
cultural and industrial development. He shows that Japan alone in pr 
years made substantial progress towards the control of population andr 
lief of poverty (though he exaggerates the réle of her colonies in this regar 
Her continued increase in numbers can only be cared for by a revival! of 
foreign trade, for which the author makes a strong but not very optin 
plea. 

The most serious prospect is presented in India, where populatior 
creased 83 million from 1921 to 1941, and in China, where a large increas 
above the present 375-425 million may be expected once political securit) 
efficient transport and the rudiments of sanitation and health control by 
come general. In neither country, nor in the countries of Southeast Asi 
there evidence of any downward trend in fertility. The author doubts t 
either agricultural improvement or industrialization can be brought al 
rapidly enough to out-run latent population growth. A perpetuation of pres- 
ent poverty levels for increasing millions of people is therefore the likell- 
hood throughout most of the Far East. Only in Southeast Asia can t 
urgency of the problem be relieved for a time by recourse to large amoun! 
of new, unsettled land. 

These are sweeping conclusions, to which anyone must accord a 
siderable degree of probability. One can only hope that on several gr 
they may prove unduly pessimistic. It should be noted that Proies 
Thompson discusses the prospects for economic development largely 
terms of domestic food supply and mineral resources. Comparatively 
attention is paid to other types of industrial resources, or to the possibilities 
of international trade in relieving national deficiencies. Also, it may no longt! 
be valid to project future rates of economic development on the basis of | 
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of economic and political organization. Asiatic peoples may be 
|, for example, to accept sweeping state intervention and control as 
ice of rapid accumulation of industrial capital, agrarian reform, and 

il advance. The “Bombay Plan” and other ambitious proposals 


rd by responsible Indian and Chinese leaders are suggestive in this 


ise living standards by this or any other method, however, requires 
these Far Eastern countries somehow find the means to achieve in- 
al political unity and effect the transition to national independence on 
ns which enable them to place economic welfare in the forefront of na- 
objectives. And, as the author rightly emphasizes, even this will avail 
unless birth rates are brought under control. One wonders if in fact 
rate encouragement of the small family pattern is as hopeless a task 
usually assumed to be. Just what social and cultural values are in- 
and how they might be altered, is a matter on which sociologists 
mographers both in Far Eastern and Western countries might use- 
perate. There are few issues of more critical import for the world’s 
term future. 


W. Lockwoop 


Princeton [ niversity 
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and Noble. 1946. Pp. 281. $1 


James, M. The Metropolitan Life: a study in business growth. (New York: Viking Press. 1947 


Pp. viii, 480. $5.) 


Morris, G. How Wall Street picks your pockets. (New York: New Century Publishers 
i 


Mowsray, A. H. Insurance—its theory and practice in the United States. 3d ed. (New Y 
McGra Hill. 1946. Pp. xxiii, 694. $4 50.) 


WHEELER, W. W. Common stocks preferred, for profit and investment ; with stories of we 
ind lost, and of capital wisely invested. (New York: Odyssey Press. 1946. Pp. 256. $2 


Securities and Exchange Commission: Vol. 13. Decisions and reporis, Apr. I-Aug. 15 
Washingtor upt. Docs. 1946. Pp 961. $2.50.) 

United States life tables and actuarial tables, 1939-1941. Census Bureau. (Washington: $ 
Docs. 1946. Pp. 153. $1.25.) 


Public Control of Business; Public Administration 
BALLARD, W. R. There is no mystery about patents. (New York: J. M. Barrett Corp. 194 


120. $2 
DANIELS, J. Frontier on the Potomac. (New York: Macmillan. 1946. Pp. 262. $2.75 
McGrapy, A. R. Patent office practice; the adjective law relating to the prosecution of 
lion efore the United States Patent Office. 2nd ed. (Madison: Pacot Pubs. 1946. P; 


Marx, F. M., editor. Elements of public administration. (New York: Prentice-Hall. 194 
xxiv, 637. $6.65.) 
A systematic, unified treatment of the subject by fourteen men who have engaged i 
| business of public administration. 


Mossf, R. Economie et legislation industrielles. (Paris: Aubier. 1940. Pp. 402.) 


Owens, R. N. Business organization and combination. 3d ed. (New York: Prentice-Ha 


Pp 580. $6 

PENNEY, F. F. Governmental use of the corporate device. 2nd ed. (New York: Universal b 
Co. of New York. 1946. Pp. 60. Apply.) 

Ba ind development of fair trade; a compendium of the economics and the law of fair tr 

n in forty-five of the forty-eight States. (New York: Nat. Wholesale Druggists’ As 

1946. Pp. 160. $5 

Council of Economic Advisers: first annual report to the President, December, 1946. (Washingt 
Supt. Docs. Pp. v, 26. 10c.) 


Economic report of the President of the Congress, January 8, 1947. Transmitted to the Congr 
as required under the Employment Act of 1946. (Washington: Supt. Docs. 1947. Pp. vu 


I l 
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Pt. 2. eral Trade Commission, rules policy and acts, July 1, 1946. Fed. Trade Commission (Wash- 
Was Supt. Docs. 1946. Pp. 118. 25c.) 


mmerce Commission motor carrier cases: Vol. 44. Decisions and reports, Oct. 1944- 
Washington: Supt. Docs. 1945. Pp. 1012. $2.75.) 


ind executive orders, as amended, August, 1946. Office of Price Administration. 
Supt. Docs. 1946. Pp. 65. 15c.) 


ind price control in foreign countries since V E-Day. Bur. of Lab. Stat. bull. 873. 
: Supt. Docs. 1946. Pp. 14. 5c.) 


Br ere free? A symposium. Stud. in bus. econ., no. 4. (New York: Nat. Ind. Conf. 
146. Pp. 43. 50c.) 
Industrial Organization; Price and Production 
Policies; Business Methods 
H. and SALsGIvER, P. L. General business, with applied arithmetic. 5th ed. (Cincin- 
hwestern Pub. Co. 1946. Pp. 670. $1.76.) 
:. G. Fundamentals of successful manufacturing. Indus. org. and management ser. (New 
\ McGraw-Hill. 1946. Pp. 213. $2.50.) 
C. F. Light metals monopoly. Stud. in hist., econ. and pub. law, no. 519. (New York: 
Wh i Univ. Press. 1946. Pp. 279. $3.) 
$2 N. Business organization and combination. 3d ed. (New York: Prentice-Hall. 1946. 
567 $6 ) 
uf { cartels. Positions formulated by the Committee on Internat. Econ. Relations 
ilysis of the economic aspects of cartels, prepared by the research department. 
\ Nat. Assoc. of Manufacturers. 1946. Pp. 62.) 
Marketing and Domestic Trade 
M. P. Operating results of department and specialty stores in 1945. Bur. of Bus. Re- 
no. 124. (Boston: Harvard Univ. Grad. School of Bus. Admin. 1946. Pp. 53. 
E. A. Expenses and profits of limited price variety stores in 1945—chains and inde- 
és. Bur. of Bus. Research bull. no. 125. (Boston: Harvard Univ. Grad. School. of Bus. 
1946. Pp. 42. $1.50.) 
R. H. Retail policies; their selection and application. Bur. of Foreign and Domestic 
4 n. (small bus.) ser. no. 57. (Washington: Supt. Docs. 1946. 15c.) 
F listribution in Australia. No. 1, A survey of distribution: the case for a census. 
rne: Melbourne Univ. Press. Sept., 1946. Pp. 40. 2s.) 
mmercial atlas and marketing guide. 77th ed. (Chicago: Rand McNally. 1946. 
s. $34.50.) 
es, their selection and application., Bur. of Foreign and Domestic Commerce, econ. 
57. (Washington: Supt. Docs. 1946. Pp. 65. 15c.) 
Mining; Manufacturing; Construction 
" C. M. Oil across the world: the American saga of pipelines. (New York: Longmans, 
$s’ As 146. Pp. ix, 318. $3.50.) 
: y: the story of petroleum in war and peace. By the editors of Look. (New York: 
McGraw-Hill. 1947, Pp. 287. $3.50.) 
a Felroleum almanac. (New York: Nat. Indus. Conf. Bd. 1946. Pp. 427. $5.; paper, $4.) 


* \ Stat il record of the petroleum industry in the United States and foreign countries. 


| 
— 
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Transportation; Communication; Public Utilities 


BERNHEIM, F. The interaction of drugs and cell catalysts. 2nd ed. (Minneapolis: Burgess Pyb, 
Co. 1946. Pp. 107. $2.25.) 


FREDERICK, J. H. Commercial air transportation. Rev. ed. (Chicago: Richard Irwin. 1946, P; 
xviii, 791. $5.) 


MrIppLeETON, P. H. Transport coordination in the United States. (Chicago: Railway Bus. Assoc. 
1946. Pp. 81. Apply.) 

Ocpurn, W. F. and others. The social effects of aviation. (Boston: Houghton Mifflin. 1946. P; 
vi, 755. $5.) 

StrLi, A. Communication through the ages; from sign language to television. (New York: Murra 
Hill Books. 1946. Pp. 201. $2.75.) 


WepGEWoop, R. International rail transport. (London: Royal Inst. of Internat. Affairs, 194/ 


$3.) 


Freight commodity statistics, class 1 steam railways in the United States, year ended December 
31, 1945. Interstate Commerce Commission. (Washington: Supt. Docs. 1946. Pp. 158. $1 


Interstate Commerce Commission Reports. Vol. 263. Decisions, May—December 1945, Interstate 
Commerce Commission. (Washington: Supt. Docs. 1946. Pp. 855. $2.35.) 


Statistics of the communications industry in the United States, year ended Dec. 31, 1944. Fed, 
Communications Commission. (Washington: Supt. Docs. 1946. Pp. 266. 40c.) 
Agriculture; Forestry; Fisheries 


Forster, G. W. Farm organization and management. Rev. ed. (New York: Prentice-Hall. 194 
Pp. 509. $5.35.) 


Fowke, V. C. Canadian agricultural policy—the historical pattern. (Toronto: Univ. of Toront 
Press. 1946. Pp. xii, 304. $3.50.) 


SHEPHERD, G. S. Marketing farm products. (Ames: Iowa State College Press. 1946. Pp. 455 


$4.25.) 

Agricultural statistics, 1945. Dept. of Agriculture. (Washington: Supt. Docs. 1945. P; 
$1.) 

Cotton production and distribution, season of 1944-45. Census Bur. bull. no. 182. (Washingto: 


Supt. Docs. 1946. Pp. 66. 15c.) 


Farm credit, farm insurance, farm taxation. Agric. Finance Rev., vol. 9, Nov., 1946. (Washing 
ton: U. S. Dept. Agric. 1946. Pp. 118.) 


Postwar agricultural policies Tenth report of the House special committee on postwar ¢ 
nomic policy and planning. Pursuant to H. Res. 70. 79th Cong. 2nd Sess. (Washingto: 
Supt. Docs. 1946. Pp. 41.) 


Economic Geography; Regional Planning ; 
Urban Land; Housing 
Aprams, C. The future of housing. (New York: Harper. 1946. Pp. xix, 428. $5.) 


Bock, A. Estimating housing needs. Foreword by Sir Patrick Abercrombie. (London: Ar 
I 


tectural Press. 1946. Pp. xiv, 128. 10s. 6d.) 

CoLean, M. L. Your building code. (New York: Nat. Committee on Housing, Inc. 1946. Pt 
29. 35« 

GRAY H. Housing and citizenship; a study of low-cost housing. (New York: Reinhold. 1% 


Pp. 270. $7.50.) 


— 
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\cBurney, J. H. and others. Do we need a Mississippi Valley authority? A radio discussion. 
Reviewing stand, vol. 7, no. 15. (Evanston: Northwestern Univ. Radio Dept. 1946. Pp. 12. 
ss P 
MacFApDEN, C. H., KENDALL, H. M. and Deasy, G. F. Aflas of world affairs. (New York: 
46. Pr Crowell. 1946. Pp. 179. $2.75.) 
: Manoney, J. R. Economic changes in Utah during World War II. Bur. of Econ. and Bus. 
Asso Research, vol. 5, no. 1. (Salt Lake City: School of Bus., Univ. of Utah, June, 1946. Pp. 24.) 
46. P; Norwoop, A. M., compiler. Congressional hearings, reports and documents relating to TVA; 
are 1933-1946. Bibliography. (Knoxville: Tenn. Valley Authority, Technica] Lib. 1946. Pp. 53. 
Appl 
imbia Basin reclamation project, east irrigation district, appraisals. Bur. of Reclamation, 
Washington: Supt. Docs. 1946. Pp. 272. 45c.) 
s, 194 
ising in Canada. A factual summary. (Ottawa: Central Mortgage and Housing Corp. 1946, 
Pp. 58. 25¢ 
ecember 
58. $1 lousing practices, war and prewar, review of design and construction. Nat. Housing Agency, 
Washington: Supt. Docs. 1946. Pp. 58. 15c.) 
ers 
ization and management of cooperative and mutual housing associations. Bur. of Lab. Stat. 
4 } 858. (Washington: Supt. Docs. 1946. Pp. 65. 20c.) 
Labor and Industrial Relations 
;UALTIERI, H. The labor movement in Italy. (New York: S. F. Vanni. 1946. Pp. 320. $5.) 
ll. 194¢ Hostert, S. D. Human factors in management. (Parkville, Mo.: Park College Press. 1946. Pp. 
2. $4 
| ER, J. Wages and the working day. (Chicago: Charles H. Kerr and Co. 1946. Pp. 26. 
hel us, R. and others. Should wage rates be increased? Transcript no. 452. (Chicago: Univ. of 
igo Round Table. Pp. 20. 10c.) 
MAcPARLANE, R. Wage rate differentials: comparative data for Los Angeles and other urban areas. 
Research memo. no. 1. (Los Angeles: Haynes Found. 1946. Pp. 166. Mimeo.) 
: Marsu, S. and others. Company and union responsibilities and liabilities under the labor agree- 
ment. Amer. econ. pol. ser. (New Wilmington, Pa.; Econ. and Bus. Found. 1946. Pp. 33. 
ashing 4 


E. The human problems of an industrial civilization. 2nd ed. (Boston: Harvard Univ., 
rad. School of Bus. Admin. 1946. Pp. 194. $2.) 


M. T. The law of labor; a brief history of its evolution in our time. Amer. affairs pamph. 
York: Nat. Indus. Conf. Bd. 1946. Pp. 35. 25c.) 


C.S. Labor unions and municipal employee law. (Washington: Nat. Inst. Municipal 
v Officers. 1946. Pp. 583. $10.) 


ILLE, J. W. Labor monopolies or freedom. (New York: Comm. for Constitutional Govt., 
1946. Pp. xvi, 167. $1.) 


Ar 
Ljustments of wages to changes in cost of living (escalator clauses). Bur. of Lab. Stat. Indus. 
46. I Kelations Branch. (Washington: Dept. of Labor. 1946. Pp. 20. Mimeo.) 
istons and orders of the National Labor Relations Board. Vol. 64, Oct. 10, 1945—Dec. 27, 
d. 194 ‘5. Vol. 65, Dec. 28, 1945-Feb. 27, 1946. (Washington: Supt. Docs. 1946. Pp. 1574, 1486. 


$3.: $2.75 
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Digest of decisions of National Labor Relations Board. Vols. 1-45. (Washington: Supt. Docs 
1946. Pp. 1136. $2.25 


2.2 

Fair employment legislation in New York State—its history, development and suggested use else. 
where. (New York: Association Press. 1946. Pp. 48. 50c.) 

Labor relations and the public. Annals, Vol. 248. (Philadelphia: Am. Acad. Pol. and Soc. Sci, 
1946. Pp. 316. $2.) 

Manpower and material requirements for a housing program in Canada. Dept. of Reconstruc 
and Supply. (Ottawa: Cloutier. 1946. P p. 137. 50c.) 

Reports on the application of conventions (article 22 of the constitution). Internat. Lab. Con; 
29th sess., 1946. Rept. V, suppl., and appendix. (Montreal: Internat. Lab. Office. 1946, P 
121; 42, 10.) 

Report of the forty-fifth annual conference « ie. Labour Party, Bournemouth, June 10-14, 104 
(London: Transport House. 1946. Pp. 255. 2s. 6d.) 

Report of the pir w York State Joint Legislative Committee on industrial and labor condition 
Legis. doc., no. 51. (Albany: Williams Press. 1946. Pp. 210.) 


U nion-management cooperation in production (bibliography). Selected references, no. 12. (Prir 
n: Indus. Relations Sec., Princeton Univ. 1946. 10c.) 
Union security. Preliminary draft of first chapter in revision of Bur. of Lab. Stat. bull 
Union agreement provisions (1942). (Washington: Supt. Docs. 1946. Pp. 70. Mimeo 
Union wages and hours in the building trades, July 1, 1945. Bur. of Lab. Stat. bull. 862. (Was 
ington: Supt. Docs. 1946. Pp. 70. 15c.) 


Veteran’s rights under union agreements. Bur. of Lab. Stat., Indus. Relations Branch. (W 
ington: Supt. Docs. 1946. Pp. 12. Mimeo.) 


Wage structure in bituminous-coal mining, fall of 1945. Bur. of Lab. Stat., bull. no. 867. (Wa 


ington: Supt. Docs. 1946. Pp. 10. 5c 
Wartime labour conditions and reconstruction planning in India. Studies and reports, new ser. no; 


2. (Montreal: Internat. Lab. Office. 1946. Pp. 113. 50c.) 
When employees organize; what employers should know and how they can utilize National 


Relations Board procedures. (Deep River, Conn.; Nat. Foreman’s Inst. 1946. Pp. 33 


Who’s who in labor; the authorized fad tphies of the men and women who lead labor 
United States and Canada and of those who deal with labor. (New York: Dryden Press 


Will the guaranteed annual wage work? A symposium. Stud. in bus. econ., no. 5. (New ‘ 
Nat. Indus. Conf. Board. 1946. Pp. 44. 50c 


Social Insurance; Relief; Pensions; Public Welfare 


pE Grucuy, C. Creative old age. (San Francisco: Old Age Counselling Center. 1946. P; 


Hircure.p, G. Social security taxes—an analysis of the size of social security taxes and | 
ultimate effect on the nation’s economy. Pub. no. 21. (Chicago: Research Council for | 


MANNING, L. R. Why child labor laws? Children’s Bur. Pub., no. 313. (Washington: Supt. D 


Wycxorr, V. The public works wage rate and some of its economic effects. Stud. in hist., 
public law, no. 521. (New Y sek: Columbia Univ. Press. 1946. Pp. 313. $3.50.) 


Pp. 493. $12 
¢ 
1946. Pp. 13. 5c 
[ 
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Pine uf ire insurance—a social insurance program for personal health services. Rept. prepared 
of Research and Lab., of Soc. Sec. Board, in response to request of Senate Commit- 
Educ. and Lab., July 8, 1946. (Washington: Supt. Docs. 1946. Pp. xv, 185.) 
el 
Consumption; Cooperation 
J. and Jones, L. L. The consumer’s economic life. (New York: Gregg Pub. Co. 1946. 
5. $1.92 
on \ high school textbook. 
: MuKERJEE, R. Races, lands, and food; a program for world subsistence. Introduction by Har- 
Cont L. Ickes. (New York: Dryden Press. 1946. Pp. 112. $2.25.) 
6.P 


lopment in consumers’ cooperative movement in 1945. Bur. of Lab. Stat. bull. 859. (Washing- 
Supt. Docs. 1946. Pp. 25. 10c.) 


Population; Migration; Vital Statistics 


M.R. The alien and the Asiatic in American law. (Ithaca: Cornell Univ. Press. 1946. 


tatistics of the United States, 1944. Pt. 1, Natality and mortality data for the United States, 
d place of occurrence, with supplemental tables for Hawaii, Puerto Rico, and the 
0, n Islands. Census Bureau. (Washington: Supt. Docs. 1946. Pp. 251. $1.50.) 
Was Unclassified Items 
KER, H. The Negro people in America; a critique of Gunnar Myrdal’s “An American 
Was ilemm Introduction by Doxey A. Wilkerson. (New York: Internat. Pub. 1946. Pp. 80. 
irxist criticism of Myrdal’s study. 


[. and Lorka, A. J. The money value of a man. Rev. ed. (New York: Ronald Press. 
xvii, 214. $6.) 


H. H. and Mitts, C. W., editors. From Max Weber: essays in sociology. (New York: 
146. Pp. 523. $6.) 


H. J. Scientific man vs. power politics. (Chicago: Univ. of Chicago Press. Pp. ix, 


, A. H., editor. Doctoral dissertations accepted by American universities, 1945-1946 (no. 
led for the Assoc. of Research Libraries. (New York: H. W. Wilson. 1946. Pp. 84. 


Y W. F., editor. Industry and society. (New York and London: McGraw-Hill. 1946. Pp. 

publications subject guide, January-June, 1946. (Washington: Supt. Docs. 1946. Pp. 

f State publications—a semi-annual list cumulative from October 1, 1929. Pub. 2609. 
Supt. Docs. July 1, 1946. Pp. 37.) 

imanac for 1946-47. (New York: Nat. Industrial Conf. Board. 1946. Pp. 424. Cloth, 

! progress and economic research. (Philadelphia: Industrial Research Dept. Wharton 


f Pa. Sept. 1946. Pp. 40.) 


chievement—a program of development. (Washington: Brookings Institution. 
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RECENT DUTCH PUBLICATIONS 


Editor’s Note—The following list of important economic works published in the Nether. 
lands or by Dutch authors during the war years is drawn from a fuller list for which th. 
Review is indebted to Dr. P. J. Verdoorn of the Centraal Planbureau, The Hague. 


Economic Theory 


principle; the subject matter of economics. (Amsterdam: N.V. Noord-Hollandsche Uitgever; 
Mij. 1945. Pp. xii, 479.) 

KEESING, F. A. G. Het evenwichtsbrgrip in de economische literatuur. The equilibrium concept in 
economic literature. (Purmerend: J. Muuses. 1939. Pp. 199.) 


Economische opstellen, aangeboden aan Prof. Mr. F. de Vries op 14 Juni 1943. Economic ¢s. 
says in honour of F. de Vries. (Haarlem: Erven F. Bohn N.V. 1944. Pp. 609.) 


Economic History 


3EL, J. G. vAN. De linnenhandel van Amsterdam in de XVIII* eeuw. The Amsterdam linen 
trade in the 18th century. (Amsterdam: H. J. Paris. 1940. Pp. viii, 143.) 

Postoumus, N. W. Nederlandsche prijsgeschiedenis. Deel I. History of prices in Holland, Part 
I: Commodity prices on the Exchange of Amsterdam 1585-1914; Exchange rates 1609-1914 
(Leiden: E. J. Brill. 1943. Pp. cxxii, 32, 660.) 

. De geschiedenis van de Leidsche lakenindustrie. Deel I. The history of the Dutch clo: 
industry, Part II: The new time. Cloth and connected industries. (The Hague: Mart. Nij 
hoff. 1939. Pp. 500, 727.) 

SNELLER, Z. W., editor. Geschiedenis van den Nederlandschen landbouw 1795-1940. A histor 
of Dutch agriculture 1795-1940. (Groningen: J. B. Wolters. 1943. Pp. 544.) 

Rotterdams bedrijfsleven in het verleden. The economic life of Rotterdam in past cer 
turies. (Amsterdam: H. J. Paris. 1940. Pp. vii, 271.) 
TINBERGEN, J. De les van dertig jaar. These thirty years’ lesson. (Amsterdam: Elsevier. 1944 


Pp. xii, 257.) 


Economic Planning 

Brink, J. R. M. VAN DEN. Maatschappijstructuur en werkgelegenheid. Social structure and en 
ployment: an investigation with special regard to late capitalism and the relative efficienc 
of free and planned systems. (Nijmegen: Dekker & van de Vegt. 1942. Pp. xii, 167.) 

CLEEFF, Ep. vAN. Sociaal-economische ordening. Social economic planning: an ideologica 
sociological study from a religious point of view. (Arnhem: von Loghum Slaterus. 1939. Pr 
48. 3.) 

STALLAERT, A. L. S. P. De ondernemer in de gebonden volkshuishouding. The entrepreneur in 2 
planned economy. (Tilburg: Henri Bergmans. 1941. Pp. vi, 210.) 


Econometrics 


KLEEREKOOPER, S. Over het gebruik der wiskunde in de economie. The use of mathematics in 
economics. (Groningen: P. Noordhoff. 1939. Pp. vii, 201.) 

[INBERGEN, J. Statistical testing of business cycle theories. (Text in English.) Vol.I, A methoo 
and its application to investment activity. Vol. I1, Business cycles in the United States of Amer 
ica 1919-1932. (Geneva: League of Nations. 1939. Pp. 164, 244.) 

. Econometrie. On econometrics. (Gorinchem: Noorduyn’s wetenschappelijke reeks 
No. 1. 1941. Pp. 155.) 
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H MAN, P. Economisch motief en economisch principe Economic motive and econom 


LARCE 


jatics iD 


RKS 


e national income of the Netherlands. De Nederlandsche Conjunctuur, speciale onder- 
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n, P. J. De verstarring der productiekosien. The growing rigidity of costs. Netherlands 
Institute No. 33. (Haarlem: Erven F. Bohn N.V. 1943. Pp. 164.) 
National Income 
|. B. D. Enkele berekeningen over het nationale inkomen van Nederland. Estimates 
1. Central Statistical Office. (The Hague: Albani N.V. October, 1939. Pp. 68.) 


Berekeningen over het nationale inkomen van Nederland voor de periode 1900-1920. Esti- 
s of the national income of the Netherlands for the period 1900-1920. Special onder- 


: in a No. 4. De Nederlandsche Conjunctuur. Central Statistical Office. (The Hague: Al- 
i N.V. June, 1941. Pp. 22.) 


,N DER. Inkomens- en vermogensverdeeling in Nederland. Distribution of incomes and 
n the Netherlands. Netherlands Economic Institute No. 26. (Haarlem: Erven 


S lil 


4 N.V. 1939. Pp. xv, 295.) 


Business Cycles 


\. Conjunctuur politiek en budgetteering. Cyclical policy and budgeting in the private en- 
rise. Bedrijfseconomische monographietén No. V. (Leiden: H. E. Stenfert Kroese. 1944. 
100. 

EN, J. Economische bewegingsleer. Economic dynamics. (Amsterdam: N.V. Noord 

Uitgevers Mij. 1943. Pp. 274.) 
en, Cu. L. H. Rationalisatie en werkloosheid. Rationalization and unemployment. (Lei- 
Eduard Ijdo. 1940. Pp. xi, 221.) 
L. J. Sparen, beleggen en investeeren in de economische literatuur. Saving, invest- 


RMAN, L. ] 


capital formation in economic literature. (The Hague: Mart. Nijhoff. 1941. Pp. 


] 


Public Finance 


wwsTOK, P. Enige economische grondslagen voor de belasting politiek. Some economic prin- 
f taxation. (Puremrend: J. Muuses. 1939. Pp. iv, 214.) 


\. J. VAN DEN. De belasting als instrument der economische politiek. Taxation as an in- 
t of economic policy. (Alphen a/d Rijn: N. Samson N.V. 1945. Pp. 200.) 


Money and Banking 


H. M. H. A. vAN DER. Egalisatiefondsen en monetaire politiek in Engeland, Nederland en 
reenigde Staten. Equalization accounts and monetary policy in England, the Nether- 
is and the United States. Netherlands Economic Institute No. 30. (Haarlem: Erven F. 
N.V. 1940. Pp. 165.) 
H. M.H. A. vAN DER. De geld- en kapitaalmarkt. The market of money and credit. (Arn- 
G. W. van der Wiel & Co. November, 1942. Pp. 147.) 
G. VAN. Rekeneenheid en ruilmiddel. Money as a unit of account and a medium of ex- 
Den Helder: G. de Boer, Jr. 1940. Pp. viii, 243.) 
International Economic Policy 
v, J. G. M. Ordening en handelspolitiek. Planning and international trade policy; a 
mic, psychological and philosophical study. (Maastricht: Ernest van Aalst. 
Pp. 130 
P. and associates: Overzicht van de ontwikkelling der handelspolitiek van het Ko- 


kj der Nederlanden van 1923 t/m 1938. An outline of the international trade policy of the 
lands 1923-1938. Netherlands Economic Institute No. 28. (Haarlem: Erven F. Bohn. 


‘ether. 
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e. 
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TINBERGEN, J. International economic coéperation. Text in English. (Amsterdam, Brussels 

Lon New York: Elsevier. Pp 208.) 

Population 

Wrnsemius, A. Economische aspecten der internationale migratie. Economic aspects of interna 

tional yn. Netherlands Economic Institute No. 29. (Haarlem: Erven F. Bohn 

Pp. x 157 

The Netherlands East Indies 

Boeke, J. H. Indische economie. Deel I en II. Economics of the Netherlands East In 

(Haarlem: H. D. Tjeenk Willink & Zn. 1940. Pp. vii, 200 and viii, 152.) 
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Economic Theory; General Works 


‘emarques sur la théorie générale de Lord Keynes. Rev. d’Econ. Pol., Apr.-June, 


M. “Labor-saving” and “capital-saving” innovations. So. Econ. Jour., Oct., 1946. 
\. Observaciones a la bibliografia compiementaria del curso de Metodologia. Rev. de 
Aug., 1946. Pp. 14. 
H. The marginal cost controversy. Economica, Aug., 1946. Pp. 14. 


rie des encatsses et théorie de l’intérét. Rev. d’Econ. Pol., Apr.—June, 1946. Pp. 


M. Lange on price flexibility and employment. Am. Econ. Rev., Sept., 1946. Pp. 19. 
n Maynard Keynes. Nationalgk. Tids. 1946. Vol. 1-2. Pp. 17. 
‘re et demande et débit. Rev. d’Econ. Pol., Apr.—June, 1946. Pp. 43. 
EN, HABELER and SCHUMPETER. Keynes’ contributions to economics—four views. 
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Feigon, G. J., 4341 N. Troy St., Chicago 18, IIl. 

Fuchs, R. F., School of Law, Indiana University, Bloomington, Ind. 

Fullbrook, E. S., University of Nebraska, Lincoln, Neb. 

Gaines, D. I., 521 West 111th St., New York 25, N.Y. 

Garrod, R. M., 308 Italia St., Covina, Calif. 

Gill, J., P. O. Box 243, Arlington, N.J. 

Gillinghan, J. B., Department of Economics, Wayne University, Detroit 1, Mich. 

Glantz, H. H., 4321 Halley Terrace, S.E., Washington 20, D.C. 

Goldberg, S. P., 18 Clinton St., Brooklyn 2, N.Y. 

Graner, F. M., 2237 Commonwealth, Madison, Wis. 

Green, Miss E. H., Denison University, Granville, Ohio 

Gruner, R. W., 239 Crest Road, Glen Ellyn, Ill. 

Guthrie, P. N., Dept. of Economics and Commerce, Chapel Hill, N.C. 

Hancock, T., College of Business Administration, University of Arkansas, Fayetteville 

Hartwell, J. M., Mutual Life Ins. Co. of New York, 34 Nasasu St., New York 5, N. 

Heilbrun, J., 70 Sumner St., Newton Centre 59, Mass. 

de Hermida, F. A., 7535 Boulevard East, North Bergen, N.]J. 

Heron, J. R., Royal Bank of Canada, Head Office, Montreal, Quebec, Canada 

Hirschman, A. O., 4650 Fifth St., S., Arlington, Va. 

Hirschleifer, J., 789 St. Marks Ave., Brooklyn, N.Y. 

Hobbs, R. P., Rinehart and Co., 232 Madison Ave., New York 16, N.Y. 

Hodges, J. E., Department of Economics, Rice Institute, Houston, Texas 

Hoffman, C., 231-10 131 Ave., Rosedale 10, L.I., N.Y. 

Jaworski, S. 112-50 78th Ave., Forest Hills, N.Y. 

Johnson, R. H., School of Business Administration, University of Arkansas, Fayettevill 

Jones, D. L., Jr., 801 E. Broad, Room 2, Richmond 19, Va. 

Kaufman, M., 243 W. Gorgas Lane, Philadelphia 19, Pa. 

Kende, G., 1300 Ashland Ave., Evanston, Ill. 

Kimball, Miss E., 408 E. State St., Jacksonville, IIl. 

Klang, G. L., 2601 Farragut Rd., Brooklyn 10, N.Y. 

Kleven, B. J., Division of the Social Sciences, Wheaton College, Wheaton, III 

Kraines, O., 1949-84th St., Brooklyn 14, N.Y. 
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).. 678 Truman Boyd Manor, Long Beach 6, Calif. 
120-16th St., N.W., Washington, D.C. 
H.. 3010 Valentine Ave., New York 58, N.Y. 
H.. Apt. K-33, Montgomery Court, Narbeth, Pa. 
S.. 2008 Sherman Ave., Evanston, IIl. 
04 Stratford St., Syracuse, N.Y. 
R. H., Department of Economics, Dartmouth College, Hanover, N.H. 
8 Hammond St., Cambridge 38, Mass. 
R. P., 1215 E. Brookland Park Blvd., Richmond 22, Va. 
5539 S. Kenwood Ave., Chicago 37, Il. 
5. 4202 N. Henderson Road, Apt. 3, Arlington, Va. 
|., Department of Economics, Illinois Institute of Technology, Chicago 16, Il. 
‘William Penn College, Oskaloosa, Iowa 
Miss D. L., American Bankers Assn., 12 East 36th St., New York 16, N.Y. 
Mrs. K., 119 Livingston Ave., New Brunswick, N.J. 
International Monetary Fund, 1818 H St., N.W., Washington 6, D.C. 
{. S., 24 Federal St., Boston, Mass. 
H., 1515-7th St., Boulder, Colo. 
F, M., Department of Agriculture, Hq. USAMGIK, APO 235, San Francisco, Calif. 
V., 1818 H St., N.W., Washington 6, D.C. 
V., Velvarska St. 77, Prague XTX, Czechoslovakia 
\., Lorrain Apts., Indianola, lowa 
D. M., 7846 Avalon Ave., Chicago 19, Lil. 
1304 Forest Ave., Evanston, Hl. 
254 Seaman Ave., New York 34, N.Y. 
245 Gallatin St., N.W., Washington 11, D.C. 
C., College of Business Administration, University of Oklahoma, Norman, Okla. 
Meggie, Simpson St., Marsa, Malta 
1 Buena Vista Way, Berkeley 8, Calif. 
1105 Massachusetts Ave., Cambridge 38, Mass 
8 H St., N.W., Washington 6, D.C. 
210 E. Center St., Berea, Ohio 
24-35 28th St., Long Island City 2, N.Y. 
Wesleyan University, Middletown, Conn. 
Harry Ferguson, Inc., 15020 Woodward Ave., Detroit 3, Mich. 
1754 Kenyon St., N.W., Washington 10, D.C. 
{.,470 N St., S.W., Washington 4, D.C. 
06 N. Frances St., Madison 6, Wis. 
Department of Economics, Dartmouth College, Hanover, N.H. 
0 Park Ave., New York, N.Y. 


Room 403, Sheffield Hall, Department of Economics, Yale University, New 


~ 


Q | 


rst Ave., Pelham 65, N.Y. 
208 S. La Salle St., Room 680, Chicago 4, IIl. 
H., 2295 E. 22nd St., Brooklyn 29, N.Y. 
W., 1615 H St., N.W., Washington 6, D.C. 
Box 1063, College Place, Wash. 

x College, Galesburg, Ill. 
Franklin St., N.E., Apt. 202, Washington 18, D.C. 
115 W. Ashby Place, Trinity University, San Antonio 1, Texas 
147 Florida St., Gainesville, Fla. 
115 N. Salisbury St., West Lafayette, Ind. 

149 E. 56th St., Chicago 37, Ill. 
U., 201 W. Fourth St., Cincinnati, Ohio 
\.] ce of Small Business, Department of Commerce, Washington, D.C. 
P.O. Box 6481, Cleveland 1, Ohio 

Gresham St., London E.C. 2, England 
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Stonesifer, G. R., 172 Clinton St., Brooklyn 2, N.Y. 

Strahl, R. M., 2502 N. 63rd St., Lincoln, Neb. 

Sweezy, A. R., 4 Chapin Ct., Williamstown, Mass. 

laylor, O. H., B-22 Adams House, Cambridge, Mass. 

Iheobald, A. D., 111 N. Jefferson Ave., Peoria 2, Ll. 

Thornton, R. H., Ginn and Co., Statler Bldg., Boston, Mass. 

lritus, W. S., Taylor Instrument Co., P.O. Box 110, Rochester 1, N.Y. 
Tuchman, J. M., The Clark House, 52 Clark St., Brooklyn 2, N.Y. 

Tyler, E. J., Jr., Harper and Bros., 49 E. 33rd St., New York 16, N.Y. 
Tzetzo, Miss F., 34 Bidwell Pkwy., Buffalo 13, N.Y. 

Vandenhaag, E., 58 Morton St., New York 14, N.Y. 

Van Metre, R. M., College of Business and Public Administration, College Park, Md, 
Wallis, H. B., 23135 Sheridan, Dearborn, Mich. 

Warning, D. S., 2115 Lincolnwood Drive, Evanston, IIl. 

Watkins, C. D., 18 French St., Berea, Ohio 

Wattel, H. L., 189-14 Mangin Ave., St. Albans 12, N.Y. 

Wattenberg, W. W., College of Education, Wayne University, Detroit 1, Mich. 
Weiskopf, W. J., 3467 Eastchester Road, New York 67, N.Y. 

Wexler, Miss H. J., 4817 N. Capitol St., Washington 11, D.C. 

Williams, C. R., Pinehurst Lane, Moorestown, N.J. 

Young, J. P., 7213 Flower Ave., Apt. 4, Takoma Park, Md. 

Zorn, E. C., Jr., American Bankers Assn., 12 E. 36th St., New York 16, N.Y. 


The Sixth International Conference of Labour Statisticians will meet in Montrea 
August 4, 1947. The agenda of the conference includes Employment and Payroll Statis 
Unemployment Statistics, Cost of Living Statistics and Statistics of Industria] Accident 
The task of the conference like that of its predecessors will be to formulate internationa 
standards to serve as a basis for improving the quality and international comparability 
statistics compiled in different countries. Invitations to be represented at the conference wil 
be sent to the governments of all States Members of the International Labour Organisation 
and to the United Nations and other inter-governmental agencies concerned with the inter 
national standardisation of statistics. 

Professor Seymour E. Harris, Harvard University, is compiling a complete bibliography 
Lord Keynes’s writings. He would appreciate very much any suggestions as to contributions 
by Lord Keynes to periodicals (other than his well-known contributions to the Econom 
Journal, the Nation, and the New Republic), to newspapers, weeklies, Festschriften, et 
Great Britain and elsewhere. 

Irvin Bendiner died November 4, 1946. 

Edwin F. Dummeier, professor of economics at the State College of Washington, 
June 17, 1946, in Salt Lake City. Dr. Dummeier was the author of numerous monog! 
the fields of agricultural economics and agricultural marketing and co-author with Richard | 
Heflebower of Economics with Applications to Agriculture. 

William H. Glasson, formerly chairman of the department of economics and dean 
Graduate School at Duke University, died November 11, 1946. 

T. Bertrand Graham, of the Metropolitan Life Insurance Company, in New York 
July, 1946. 

James E. Hagerty, founder and former dean of the College of Commerce and Administratiot 
of Ohio State University, died on November 10, 1946. 

Gustav A. Kleene, professor of economics, emeritus, at Trinity College, passed awa} 
summer home in Maine in August, 1946. 

James Gerald Smith, a senior member of the department of economics at Princeton Unive 
sity, died November 28, 1946. 
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Appointments and Resignations 


ernethy has been appointed associate professor of economics at Western Re- 


s has been appointed instructor in accounting, College of Business Administra- 
f Georgia. 


1 is serving as part-time assistant in the department of economics, University 
s is acting as consultant to Baugh and Sons Co., manufacturers of fertilizers 


F. Baker is on leave of absence from Barnard College during the spring semester. 
er is now head of the department of economics and business administration, 
ege for Men, Bethlehem, Pennsylvania. 


s been appointed instructor in accounting at the State College of Washing- 


r has been appointed professor of marketing at the School of Business, Eco- 
ernment of John Carroll University. 
vho served with the Office of Strategic Services and with the United States 
s Survey in Europe and the Pacific, has joined the staff of the Foreign Re- 
f the Federal Reserve Bank of New York. 


n has been appointed professor of economics at Western Reserve Univer- 
is been appointed acting associate professor of business law at the University 
has been appointed instructor in economics at the University of Pennsyl- 
as been promoted to assistant professor of economics at Washington and 


erly, formerly with Arizona State Teachers College, has been appointed as- 
iccounting, College of Business Administration, University of Georgia. 


gg has accepted a position at the University of Mississippi Bureau of Public 


er, formerly with the Office of Price Administration, is now serving as price 
Economic and Scientific Section of SCAP in Tokyo. 
yman has returned to his position as associate professor of economics at 
f Pennsylvania after serving as assistant administrator in the Surplus Property 


ewer has been appointed instructor in transportation for the current academic 
versity of Washington. 


\ ir on 


gman is now assistant professor of economics at Tufts College. 
hel has resumed his position as assistant professor of economics at the Uni- 
ton 
). Calkins has resigned his position as dean of the School of Business of Columbia 
vice-president and director of the General Education Board. 
r, Jr. has been appointed instructor in economics at Colgate University 
rseas with the U. S. Army. 


has been appointed instructor in economics at Trinity College. 


search associate at the Econometric Institute, is concurrently teaching at 
City of New York as instructor in economics. 

iate professor of accounting, School of Business, University of Chicago, 
isurer of the American Accounting Association. 
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Walter A. Chudson has been appointed to the staff of the Department of Economic Afai-. 
of the United Nations. 

C. L. Cochran has been appointed instructor in economics at the University of North Caro. 
lina 

Thomas C. Cochran, of New York University, has been awarded a grant by the Committ. 
on Research in Economic History to aid him in a study of entrepreneurial] thought in the periog 
1840-1890 with special reference to leaders in the railroad industry. 

J. L. Codding is an assistant in accounting in the School of Business Administration »; 
Emory University. 

Raymond W. Coleman has resigned from the department of management engineering a} 
the Carnegie Institute of Technology to take a position with the Department of Commerce 

Gerhard Colm has transferred from the Fiscal Division of the Bureau of the Budget to the 
staff of the Council of Economic Advisers. 

Wilfrid H. Crook, formerly with the National Wage Stabilization Board, has been appointed 
professor of economics at Colgate University. 

Randle E. Dahl is now labor economist, Industrial Relations Division, Ford Motor Com 
pany, Dearborn. 

Ernest Dale has been appointed lecturer in labor relations at the School of Business, Colur 
bia University, and associate fellow of Jonathan Edwards College, Yale University. 

Paul T. David has resigned as assistant chief, Fiscal Division, Bureau of the Budget, t 
enter the Department of State as representative on the Air Transport Committee of t! 
Provisional International Civil Aviation Organization at Montreal. 

James H. Davis will assume duties as instructor in business organization at Ohio Stat 
University on April 1, 1947. 

John E. Dean, recently separated from the Coast Guard, has been appointed assistant 
fessor of accounting, College of Business Administration, University of Georgia. 

O. K. Dizmang, formerly price economist in the Spokane district of the Office of Price A 
ministration, is now regional economist, War Assets Administration, Spokane. 

Herbert E. Dougall has been appointed professor of finance in the Graduate School of Bus 
ness, Stanford University. 

O. E. Draper, on leave in 1945-46 to teach in the American University in Shrivenham an 
Biarritz and to lecture in Frankfort, has resumed his teaching of accounting, College of I 
nomics and Business, University of Washington. 

Lawrence S. Dreiman is serving as chief of the budget section and acting chief of the pul 
finance branch of the Finance Division, U.S Element, Allied Commission for Austria, in Vienna 

E. O. Edwards is an assistant in economics at Washington and Jefferson College. 

Otto H. Ehrlich has been appointed assistant professor of economics at the School of | 
ness and Civic Administration of the College of the City of New York. 

Walter L. Eisenberg has been serving as lecturer in economics at Brooklyn College sir 
September, 1945. 

Oscar L. Endler has transferred from the War Assets Administration to the Bureau 
Reclamation, where he is chief of the national and regional economics section. 

N. H. Engle, of the University of Washington, is serving on the Small Business Comr 
of the Department of Commerce. 

Wilson L. Farman, assistant professor of economics at Colgate University, is now 
of absence to complete his graduate work at the University of Michigan. 

Frank A. Farnsworth, Jr., has been promoted to assistant professor of economics at Colgat 
Univ ersity. 

Raymond F. Farwell, Captain in the United States Navy and professor of transp 
at the University of Washington, has been granted an extension of leave to serve as an A! 
can representative to the conference on revision of the international rules of the nautica! roa¢ 


rtatior 


Leon S. Felde, formerly of the Belgian government offices in New York, has accepted 4 
position with the United Nations, Economic Department, Transport and Communications 
Division, as senior executive in charge of the research and documentation services 
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D. Forrest has been appointed assistant professor of marketing in charge of courses 
» in the College of Economics and Business at the University of Washington. 
French is now economist in the Economics and Resources Division of the Bureau 
in Washington. 
Flynn is instructor in economics at the University of Pennsylvania. 
1). Gaffey has been appointed regional economist in the Los Angeles regional office of 
lepartment of Commerce. 
stration 


(G. Gamser has joined the staff of the National Labor Relations Board, First Regional 


M. Gersting has been appointed professor of economics at the School of Business, 
| Government of John Carroll University. 


neering at 

ommerce 

G vin, formerly of Washington College, has been appointed associate professor of 
University of Florida. 


iget to the 


S. Gorski is assistant professor of finance and business administration at the Asso- 
\f Upper New York, Sampson, New York. 
eld is instructor in economics at the University of Pennsylvania. 
H. Hamack has returned from teaching in the American University in Shrivenham 
ecturing in Frankfort to take up duties as teacher of secretarial courses at 
f Washington. 


Headley is an instructor in the department of economics of the University of 


Hess, Jr., is instructor in economics at the University of Pennsylvania. 
Hicks, formerly with the United States Department of Agriculture, has been ap- 
ssor of marketing and director of the Bureau of Business Research, College of 
stration, University of Georgia. 
lan A. Hill has been appointed lecturer in business administration at the School of Business, 
| Government of John Carroll University. 
H ise has resumed his position as associate professor of public finance at the 
Cincinnati after serving as budget director of the National Housing Agency and 
e specialist with Military Government in England, France and Austria. 
i Hoot, associate professor of economics, University of Pennsylvania, has been ap- 
f the graduate division of the Wharton School of Finance and Commerce, 
Pennsylvania. 
Hopkins, formerly of Stanford University, has been appointed professor of labor 
lirector of the Institute of Industrial Relations, University of Washington 
he University of Kansas, will teach in the 1947 summer session of the Univer- 
New Me X1¢ 
, professor of finance, School of Business, University of Chicago, has been 
easurer of the American Finance Association. 
" Jennings has been appointed associate professor and head of the department of 
t es, College of Business Administration, University of Georgia. 
H. Jensen has joined the staff of the New York Siate School of Industrial and Labor 
Cornell University. 
on has resigned as director of the Civilian Production Administration’s 
Review and Analysis and has returned to his position as economist with 
one and Telegraph Company. 
erly with the Office of Price Administration, has been appointed assist- 
omics at Washington and Jefferson College. 
Kassalow has resigned his position as research associate in the Research and 
ent of the Congress of Industrial Organizations, to take a position as 
for the United Rubber Workers, in Akron, Ohio. 


’. Kennedy has been appointed assistant professor of economics at the University of 
ta Barbara College. 
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Marshall D. Ketchum, associate professor of finance, School of Business, Universit, 
Chicago, has been appointed editor of the Journal of Finance. 

William C. Kessler has been promoted to associate professor of economics at Colgate Uy; 
versity. 

Paul L. Kleinsorge, formerly chairman of the Tenth Regional Wage Stabilization Roa, 
has been appointed acting associate professor of economics at Stanford University, 

Maurice W. Lee, formerly executive assistant to the administrator of the Office 
\dministration, has been appointed dean of the School of Business Administration an 
of the department of economics at the State College of Washington. 

William S. Lennon is instructor in economics at Washington and Jefferson College 

Sar Levitan has left the research staff of the Veterans Administration to accept a positio, 
as resident head of the economics department at Sampson College. 

W. Bruce Lockling has been granted an extension of leave by the University of Washingty 
to continue his work as staff assistant in the European Theater on the overall problems 
refugees and displaced persons. 

David Lusher, who was earlier reported as having accepted an appointment at St 
University, has resigned this appointment to remain with the Federal Housing Administra: 

James W. Martin, director of the University of Kentucky Bureau of Business, is part-tiz 
research director for the Virginia Interim Public Service Tax Study Committee. 

Edward S. Mason, of the Graduate School of Arts and Sciences of Harvard University, has 


awarded the Medal of Freedom by the War Department for his services during th. 


been 

Leonard G. Mathy has been promoted from instructor to assisant professor in the ( 
of Economics and Business, University of Washington. 

Lawrence P. McGrath, formerly of Catholic University, has been appointed assoc 
fessor of finance, College of Business Administration, University of Georgia. 

John A. McGuire, formerly with the Office of Price Administration, has been ap) 
acting assistant professor of economics and business administration at the College of \ 
and Mary. 

Glenn E. McLaughlin is chief of the Economics and Resources Division of the Burea 
Reclamation in Washington. 

William H. McPherson, formerly of Oberlin College, has accepted a professorshit 
Institute of Labor and Industrial Relations at the University of Llinois. 

Jorge Mendez is teaching at the National University of Columbia in Bogota. 

Jaroslav V. Monik, who is lecturer in economics at the University of Prague during t 
current year, is to organize a new office of international economics while there. 

H. W. Moorhouse, formerly with the Department of Agriculture, has been appointed 
professor of economics and assistant director of the Bureau of Business Research, Colleg: 
Business Administration, University of Georgia. 

Robert M. Musselman is serving as lecturer in accounting at the University of Virginia 

Dorothy M. Netzer has been appointed instructor in economics in the commerce depart 
of Loyola University, Chicago. 

John H. Nixon has resigned as chief economist of the lumber branch of the Office of | 
Administration to enter the Graduate School of Harvard University. 

Michael O’Connor, recently separated from the Navy with the rank of Lieutenant C 
mander, has been appointed associate professor of economics in the College of Business Ac 
ministration, University of Georgia. 

John Pagani, of Santa Clara University, is serving as lecturer in economics 4 
University during the current year. 

Beulah L. Pardue has accepted a position with the Virginia Public Service Tax Stu 
mittee, an interim agency of the state General Assembly. 
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professor of government at the University of South Dakota, has succeeded 
lean of the School of Business at that institution. 
as joined the faculty of the Schoo] of Commerce of Baldwin-Wallace College. 
s, of the University of Southern California, has been elected editor-in-chief 
f Marketing. 
iet, formerly with the U. S. Tariff Commission and the Office of War Mobili- 
nversion, is now with the Legislative Reference Service of the Library of 
al adviser on international economic relations, a post provided for by the 
LaFollette-Monroney Congressional Reorganization Act. 
is instructor in economics at Carnegie Institute of Technology 
has accepted a position on the research staff of the University of Kentucky 
ess Research. 
r has returned to the faculty of the School of Public Administration of the 
yuthern California. 
ts, who has been with the Bureau of Agricultural Economics of the Department 
ral years, has taken a position with the Social Security Administration. 
on, formerly statistics supervisor of the Sperry Corporation, has been ap- 
fessor of management in the College of Economics and Business, Univer- 


has been appointed instructor in economics at the University of Pennsy]- 


erman, formerly research associate with the Harvard Committee on Re- 
iences, has been appointed instructor in economics at Colgate University. 
ss is instructor in economics at the University of Pennsylvania. 


etta has been appointed instructor of economics at Western Reserve Uni- 
nier will be on leave of absence from Barnard College during the academic 


erg, formerly Lieutenant, Army Air Forces, has been appointed instructor 
t Colgate University. 
has been appointed associate professor of economics in the College of Business 
ersity of Georgia. 
s resigned as assistant director of the Field Division, National Labor Rela- 
the staff of the University of Chicago as assistant professor of the social 


is been appointed assistant professor of economics, College of Business 
[ ersity of Georgia. 
1 has been promoted from assistant professor to associate professor of 
ersity of Washington. 
th, formerly with the Office of Defense Transportation and the Bureau of 
n appointed associate professor of economics, College of Business Ad- 
ersity of Georgia. 
professor of economics and director of graduate studies at Duke Uni- 
ted president of the Southern Economic Association for the current year. 
been appointed instructor in the department of economics, University of 
as been appointed instructor in economics at Marygrove College. 


s instructor in economics at the University of Pennsylvania. 


ngarn has resigned as assistant professor of economics at Trinity College 
vith the International Monetary Fund. 
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Richard K. Stuart has been appointed instructor in economics at the University of Pennsyl- 


George J Stigler, p yrofessor of economics at Brown University, taught a graduate COUrSe jn 
economics at Col lumbi jia University during the first semester of the current academic year, 


M. L. Stokes has been appointed associate professor of economics at Pennsylvania Stat. 


[Theodore A. Sumberg has resigned as an economist of the Federal Reserve Bank of Neg 
o continue his studies at the New School of Social Research. He has been awarded 
fellowship by the Social Science Research Council. 


Leland E. Traywick has been appointed assistant professor of economics at Western Reserve 


Kenneth L. Trefftzs, associate professor of finance in the College of Commerce of the Uni- 
versity of Southern California, has been appointed head of the department of finance. 

Ralph D. Turlington has been appointed instructor in marketing and statistics at the 
University of Florida 

John G. Turnbull is a member of the staff of the department of economics at Massachusetts 
Institute of Technology instead of Tufts College, as was reported previously. 

Rutledge Vining has been appointed to a professorship in the department of economics at 
the University of Virginia 

John Weed is an instructor in the department of accounting, of Ohio State University. 

Laurence H. Walker has been appointed assistant professor of economics, College of Business 
Administration, University of Georgia. 

Geneva R. Watkins has been appointed instructor in secretarial studies, College of Business 
Administration, University of Georgia. 

Sidney Wertimer is instructor in economics at the University of Pennsylvania. 

William O. Weyforth, who was granted leave of absence to serve with the War Manpower 
Commission in Maryland as assistant director, has resumed his duties at the Johns Hopkins 
University. 

Lawrence Witt, formerly agricultural economist with the Ojfice of Foreign Agricultural 
Relations of the Department of Agriculture, has been appointed associate professor of agricul 
tural economics at Michigan State College. 

Donald H. Wollett, formerly at the University of Indiana, is now assistant professor of 
business law at the University of Washington. 

Ralph A. Young has resigned a professorship of economics at the University of Pennsylvania 
to become assistant director of research, Federal Reserve System, Washington, D.C. 

C. Ralph Youngblood has been appointed assistant professor of economics, College of 
Business Administration, University of Georgia. 


Dean A. Worcester, formerly of the University of Georgia, is now assistant professor of 
economics at the University of Wahington. 
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